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Honorable  John  S.  Fine, 
Governor  of  Pennsylvania 
Harrisburg,  Pennsylvania 


Dear  Governor  Fine: 


The  Tax  Study  Committee  appointed  by  you  on  April  13,  1952, 


herewith  transmits  to  you  its  complete  report  relating  to  "The  Tax 
Problem  of  Pennsylvania" . Since  submitting  our  partial  report  to  you 
on  March  30,  1953,  it  has  been  possible  to  revise  certain  data  on  state 
expenditures  and  taxes  by  taking  advantage  of  more  recent  publications 
of  the  United  States  Bureau  of  the  Census  and  other  sources  of  information. 
This  has  made  possible  the  completion  of  the  work  on  the  data  in  the 
appendix. 


We  have  conscientiously  endeavored  to  assemble  for  the  infor- 


mation of  the  General  Assembly  and  the  citizens  the  comprehensive  data 
needed  for  the  formulation  of  a fair  and  adequate  system  of  taxation  to 
finance  the  greatly  increased  expenditures  of  the  Commonwealth,  without 
recommending  any  particular  new  sources  of  revenue. 


We  have  illustrated  the  magnitude  of  the  Pennsylvania  revenue 


problem  with  numerous  references  to  the  budget  you  submitted  to  the 
General  Assembly  last  January.  After  our  report  had  gone  to  press,  the 
immediate  revenue  problem  was  mitigated  somewhat  by  your  downward 
revisions  in  appropriation  requests  and  the  more  favorable  revenue 
outlook. 

It  seems  apparent,  however,  that  very  substantial  new  revenues 
will  be  required  to  support  the  expanding  and  more  costly  long-range 
General  Fund  program  for  public  education  and  other  essential  services. 
It  is  our  hope  that  the  results  of  our  study  of  the  financial  problems 
and  tax  systems  of  Pennsylvania  and  other  leading  states  will  be  helpful 
to  the  General  Assembly  in  the  development  of  a tax  program  consistent 
with  the  common  desire  of  all  the  citizens  for  a growing  and  prosperous 


economy. 


Respectfully  submitted 


Alfred  G.  Buehler 
Chairman. 
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THE  DUTIES  OF  THE  TAX  STUDY  COMMITTEE 


The  duties  of  the  Tax  Study  Committee  were 
set  forth  in  the  letter  of  Governor  John  S.  Fine 
on  April  18,  1952  to  members  of  the  Bipartisan 
Committee  announcing  their  appointment.  In  this 
letter  Governor  Fine  declared : 

“The  duty  of  the  Committee  shall  be  to 
make  a comprehensive  analysis  of  the  exist- 
ing tax  system,  including  the  taxes  adopted 


by  the  last  Session  of  the  Legislature.  It  will 
list  the  good  and  bad  features  of  all  taxes 
and  so  report.  The  Committee  also  will  con- 
sider all  other  possible  sources  of  revenue. 
I am  asking  the  Committee  in  its  delibera- 
tions to  keep  in  mind  a tax  system  best 
suited  for  all  interests  within  the  Common- 
wealth.” 
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THE  PURPOSE  OF  THE  TAX  STUDY 


This  study  has  been  undertaken  by  the  Bi- 
partisan Committee  appointed  by  Governor  John 
S.  Fine  to  appraise  the  serious  tax  problem  of  the 
Commonwealth  of  Pennsylvania  and  to  provide 
the  essential  information  required  by  the  General 
Assembly  in  deciding  upon  a course  of  action  in 
financing  the  General  Fund  appropriations. 

The  expenditures  out  of  the  General  Fund  for 
state  services  have  been  tending  for  some  time  to 
outdistance  the  revenues  available  from  existing 
sources.  The  various  tax  measures  adopted  by 
previous  sessions  of  the  General  Assembly  have 
increased  the  tax  revenues  of  the  Commonwealth 
but  will  not  provide  sufficient  funds  to  cover  the 
costs  of  public  instruction  and  other  state  func- 
tions growing  out  of  legislation  adopted  in  pre- 
vious sessions  and  the  current  requests  for  funds 
reflected  in  the  budget  proposed  by  Governor 
Fine  for  the  1953-1955  biennium. 

The  Pennsylvania  state  and  local  tax  system 
is  inequitable  in  a number  of  respects.  The  ques- 
tion is,  how  can  the  inequities  of  state  and  local 
taxation  be  lessened  while  the  Commonwealth  de- 
velops a revenue  system  more  adequate  to  meet 
the  growing  revenue  needs  of  the  state  and  local 
governments?  Flow  can  a sound  and  permanent 
basic  tax  structure  be  formulated  which  will  be 
fiscally  satisfactory,  efficiently  and  fairly  admin- 
istered, conducive  to  a flourishing  economy,  and 
generally  acceptable  to  the  citizens? 

No  tax  system  is  perfect.  But  with  rational  plan- 
ning, the  biennial  uncertainty  over  needed  tax  re- 
visions can  be  minimized,  the  anxiety  of  the  citizen 


and  business  enterprise  over  the  future  course  of 
tax  action  can  be  relieved,  and  the  best  energies 
of  the  Commonwealth  can  be  devoted  to  promot- 
ing the  common  good  by  appropriate  public  and 
private  measures. 

The  Tax  Study  Committee  has  not  been 
charged  with  the  responsibility  of  determining  the 
proper  amount  of  state  appropriations  or  the  de- 
sirability or  undesirability  of  any  particular  ex- 
penditure. It  does  not,  therefore,  attempt  to  state 
exactly  how  much  revenue  the  Commonwealth 
may  require  in  the  1953-1955  or  subsequent  bi- 
enniums. The  revenues  which  will  be  needed  will 
depend  upon  the  decisions  of  the  General  As- 
sembly and  the  Governor,  aided  by  the  fair  and 
intelligent  judgment  of  the  citizens. 

The  Committee  has  endeavored,  within  the  lim- 
itations of  its  resources,  to  appraise  the  adequacy, 
equity,  and  appropriate  place  in  the  Pennsylvania 
revenue  system  and  our  economy  of  the  several 
major  General  Fund  tax  sources,  both  present 
and  potential,  without  recommending  any  particu- 
lar new  revenue  among  those  which  are  available, 
for  the  selection  of  the  General  Assembly. 

Neither  the  time  nor  the  resources  have  been 
available  to  investigate  intelligently  all  of  the  mul- 
titudinous problems  encountered  in  the  Herculean 
effort  to  raise  hundreds  of  millions  of  dollars  an- 
nually in  revenue.  There  is  an  evident  need  for 
continuing  research,  for  thoughtful  deliberation, 
and  for  the  active  cooperation  of  all  of  our  citizens 
if  we  are  to  progress  toward  a better  balanced, 
more  adequate,  and  more  equitable  system  of 
taxation. 


vi 


ACKNOWLEDGMENTS 


In  the  preparation  of  its  report  the  Tax  Study 
Committee  has  received  invaluable  information 
and  assistance  from  many  different  sources  for 
which  it  is  deeply  grateful.  Staff  assistance  in  as- 
sembling statistics  and  other  pertinent  data  has 
been  provided  by  Mr.  Severino  Stefanon,  Dr.  E. 
Gordon  Keith,  Dr.  Russell  H.  Mack,  Mr.  Martin 
R.  Ream,  Dr.  Sterling  K.  Atkinson,  and  Miss 
Rosella  James. 

Generous  and  continuing  assistance  in  gather- 
ing needed  data  has  been  furnished  by  the  State 
Departments,  particularly  the  Budget  Bureau,  the 
Department  of  Revenue,  and  the  Department  of 
Internal  Affairs.  The  Staff  of  the  Joint  State  Gov- 
ernment Commission  has  also  been  of  material 
assistance. 

Important  statistical  aid  has  been  provided  by 
the  U.  S.  Bureau  of  the  Census,  the  U.  S.  Bureau 
of  Labor  Statistics,  and  the  Bureaus  of  Tax  Re- 
search and  Statistics  of  California,  Ohio,  New 
York,  and  other  states  Many  State  Tax  Depart- 


ments have  been  helpful  in  their  statistical  and 
other  services. 

Another  source  of  useful  information  has  been 
the  data  assembled  and  analyzed  by  the  Tax  Study 
Committees  of  other  states  and  particularly  those 
of  California,  Connecticut,  Illinois,  Indiana,  Ken- 
tucky, Massachusetts,  Michigan,  New  Jersey,  New 
York,  Ohio,  and  Vermont.  The  indebtedness  of 
this  Committee  to  the  reports  of  previous  Tax 
Study  Committees  of  the  Commonwealth  of  Penn- 
sylvania is  also  acknowledged,  and  particularly  to 
the  Tax  Advisory  Committee  Report  of  1945,  the 
Tax  Study  Committee  Report  of  1949,  and  the 
Emergency  Tax  and  Revenue  Fact  Finding  Com- 
mittee Report  of  1951. 

Many  other  sources  of  valuable  aid  and  en- 
couragement might  be  mentioned.  Our  acknowl- 
edgement of  the  constructive  assistance  given  to 
us  by  many  persons  in  no  way  makes  them  re- 
sponsible for  the  analyses  and  interpretations  of 
data  by  the  Tax  Study  Committee. 

The  Tax  Study  Committee. 


Vll 


THE  PROBLEM 


THE  GROWING  GAP 

BETWEEN  REVENUES  AND  EXPENDITURES 


THE  TREND  IN  GENERAL  FUND  APPROPRIATIONS 

VALUES  IN  MILLIONS  OF  DOLLARS 


1,500 


IMS-47  1947-49  1949-SI  I9SI-SS  I9SS-SS  I9SS-S7  I9S7-S9  1050-0/ 


THE  GROWING  REVENUE  SHORTAGE 


VALUES  IN  MILLIONS  OF  DOLLARS 


1045-47  1047-40  1940-SI  IOS/-SS  1951 -5 S 1 955-37  1957-50  1950-01 


via 


HOW  SHALL  THE  MONEY  BE  RAISED? 

SOME  POSSIBLE  NEW  TAX  SOURCES 
ESTIMATED  ANNUAL  YIELD 

(Under  Favorable  Conditions) 

1.  Restore  soft  drink  tax  $14  million 

2.  Impose  a 1 percent  tax  on  intrastate  receipts  of  co- 
operative associations  $ 1 million 

3.  Tax  cigars,  smoking  and  chewing  tobacco,  and  snuff 

at  federal  tax  rates  $ 4 million 

4.  Tax  amusements  at  one-half  federal  rates  $10  million 

5.  Tax  pari-mutuel  betting  $20  to  $25  million 

6.  Impose  $5  per  capita  tax  on  adults  $25  million 

7.  Tax  meals  costing  over  $1  at  5 percent  $10  million 

8.  Tax  hotel  room  rentals  exceeding  $2  a day  $ 3 million 

9.  Impose  14  mills  tax  on  gross  receipts  from  natural  and 

artificial  gas  sales  $ 2.6  million 

10.  Tax  domestic  and  commercial  electricity  and  gas  bills 

at  3.5  percent  $12.1  million 

11.  Tax  telephone  and  telegraph  service  at  5 percent  ...  $ 8 million 

12.  Tax  net  income  of  unincorporated  businesses  and 

professions  at  1 percent  $20  million 

13.  Tax  retail  sales  at  2 percent,  exempting  food  for  home 
consumption,  alcohol,  cigarettes,  gasoline,  and  certain 

other  commodities,  as  in  Ohio  $140  million 

14.  Tax  individual  gross  income  at  1 percent  $135  million 

Note:  Revenues  are  in  approximate  amounts.  These  revenue  sources  are  ap- 
praised in  appropriate  sections  of  the  Tax  Study  Committee  Report. 
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CONCLUSIONS 


I The  General  Fund  Requirements 

1.  General  Fund  expenditures  have  been  rising 
steadily  in  recent  years  and  are  expected  to  in- 
crease in  coming  bienniums. 

2.  Despite  tax  increases  in  the  preceding  bien- 
niums, General  Fund  revenues  may  lag  behind 
proposed  appropriations  in  1953-1955  by  an  esti- 
mated $157  million  unless  the  General  Assembly 
and  the  Governor  are  able  to  reduce  the  total 
appropriations  contemplated.  It  should  be  noted 
that  in  recent  bienniums  the  General  Assembly 
has  increased,  rather  than  decreased,  the  total 
appropriations  requested  by  the  Governor. 

3.  By  1959-1961,  if  educational  expenditures 
continue  to  increase  according  to  the  programs  ap- 
proved by  previous  sessions  of  the  General  As- 
sembly and  if  the  sum  total  of  other  expenditures 
remains  stationary,  the  revenues  from  present 
sources  may  fall  short  of  prospective  General 
Fund  appropriations  by  approximately  $457  mil- 
lion. The  growing  gap  between  revenues  and 
appropriations  will  be  even  greater  if  costly  spend- 
ing programs  now  being  advocated  are  adopted. 

4.  The  present  tax  system  is  plainly  inadequate 
to  support  the  cumulating  revenue  demands  with 
which  it  is  confronted. 

5.  Not  only  are  very  substantial  new  taxes 
necessary,  these  taxes  must  also  be  continuing 
permanent  revenues. 

6.  As  Governor  Fine  has  declared,  the  levy  of 
additional  taxes  at  a time  when  taxes  are  already 
heavy  “is  a most  serious  matter.’’  Tax  increases 
should  be  kept  to  a minimum  by  making  certain 
that  every  dollar  appropriated  is  essential  for  the 
efficient  maintenance  of  necessary  public  services. 


II  The  Pennsylvania  Tax  System 

1.  The  General  Fund  of  Pennsylvania  relies 
primarily  for  its  revenue  upon  the  general  cor- 
poration taxes,  including  the  net  income,  capital 
stock,  bonus,  and  loans  taxes,  which  are  to  furnish 
47.5  percent  of  the  total  General  Fund  revenues, 
excluding  Federal  aid,  in  the  1951-1953  biennium. 
The  special  taxes  on  utilities,  insurance  companies, 
and  banks  will  supply  7.6  percent,  providing  a 
total  of  55.1  percent  of  the  General  Fund  revenues 
from  the  corporation  and  special  business  taxes. 

2.  Consumer  taxes  on  alcoholic  beverages  and 
cigarettes,  supplemented  by  liquor  store  profits, 
are  to  yield  30.5  percent  of  the  total  General  Fund 
revenues.  The  inheritance  tax  will  add  6.2  percent. 

3.  As  compared  with  the  revenue  systems  of 
other  leading  states,  the  Pennsylvania  tax  system 
depends  heavily  upon  her  high  corporation,  liquor, 
cigarette,  and  inheritance  taxes.  As  a result  of  the 
acceleration  of  corporation  income  tax  payments 
in  the  year  1953,  the  general  corporation  taxes 
in  Pennsylvania  this  year  will  yield  more  than 
ever  and  place  the  Commonwealth  in  the  van- 
guard in  taxing  corporations. 

4.  While  certain  revenue  sources  are  highly  ex- 
ploited in  Pennsylvania,  a comparison  of  the  tax 
systems  of  the  leading  states  indicates  the  absence 
of  a number  of  productive  revenue  sources  in  our 
state  tax  system. 

a.  Among  the  48  states,  only  6 states,  including 
Pennsylvania  have  neither  a general  per- 
sonal income  nor  a sales  tax.  There  are  now 
30  states  with  general  personal  income 
taxes,  including  29  with  net  income  taxes 
and  one  with  a gross  income  tax,  33  states 
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with  some  variety  of  general  sales  taxation, 
and  21  states  with  both  of  these  prolific 
revenue  sources.  One  state  taxes  the  gross 
incomes  of  individuals  and  business. 

b.  Severance  taxes  provide  substantial  revenue 
in  several  states.  Neither  Pennsylvania  nor 
any  of  the  bordering  states,  however,  im- 
poses a severance  tax. 

c.  Amusement  taxes,  generally  of  limited  ap- 
plication or  consisting  only  of  nominal 
license  charges,  are  levied  by  many  of  the 
states  but  usually  yield  little  revenue. 

d.  There  are  now  23  states,  including  all  bor- 
dering states,  which  tax  betting  at  pari- 
mutuel race  tracks.  Some  of  the  states  raise 
large  revenues  from  this  source. 

e.  Many  states  tax  soft  drinks  with  nominal 
license  charges  and  generally  without  pro- 
ducing much  revenue.  A few  states  obtain 
revenue  of  some  importance  from  excise 
taxes  on  soft  drinks. 

f.  Property  and  per  capita  taxes,  and  particu- 
larly the  latter,  are  usually  of  only  minor 
revenue  significance  to  state  governments. 

5.  The  Commonwealth  revenue  problem  is  com- 
plicated by  the  necessity  of  competing  with  the 
federal  and  local  governments  for  revenue.  The 
federal  taxes  are  especially  numerous  and  heavy. 

6.  The  conclusion  is  reached  that  the  available 
revenue  sources  are  limited.  The  history  of  taxa- 
tion demonstrates  that  the  great  bulk  of  govern- 
mental revenue  is  derived  from  a relatively  few 
productive  sources.  Some  of  these  are  highly  de- 
veloped in  Pennsylvania,  others  are  not  utilized 
by  the  Commonwealth. 

Ill  The  Pennsylvania  Economy  and  the 
Burden  of  State  and  Local  Taxes 

1.  The  tax  revenues  of  Pennsylvania,  both 
state  and  local,  are  derived  from  wealth,  income, 
and  expenditures  of  the  citizens.  The  taxable 
capacity  of  the  Commonwealth  is  therefore  limited 
by  the  output  of  industry,  mining,  and  agriculture, 
by  trade  and  employment,  and  by  the  other  avail- 
able sources  of  wealth  and  income. 

2.  Pennsylvania  has  been  expanding  in  popula- 
tion, income,  manufacturing,  investment,  trade, 
agriculture,  and  other  lines  of  economic  activity 
in  recent  years.  The  rates  of  growth  in  Pennsyl- 
vania, one  of  the  more  mature  states,  have  recently 


not  been  so  high  as  those  of  other  less  developed 
and  faster  growing  states.  But  Pennsylvania  can 
continue  to  grow  and  remain  a leading  and  pros- 
perous industrial,  commercial,  and  financial  state 
if  the  citizens  will  intelligently  and  effectively  co- 
operate toward  that  goal. 

3.  Pennsylvania  state  and  local  taxes  are,  in 
total,  favorable  in  comparison  with  those  of  other 
leading  states  when  they  are  measured  on  a per 
capita  basis  and  in  relation  to  income  payments 
and  other  significant  measures  of  economic 
activity.  Among  the  15  leading  states  studied  in 
1951,  Pennsylvania  ranked  as  follows  when  total 
state  and  local  taxes,  with  the  addition  of  liquor 
store  profits,  were  related  to  certain  measures 
of  comparison : 

a.  11th  on  a per  capita  basis 

b.  13th  in  relation  to  income  payments 

c.  12th  in  relation  to  a combination  of  income 
payments,  value  added  in  manufacturing, 
output  of  agriculture  and  mining,  and  retail 
sales. 

4.  The  favorable  overall  tax  load,  however, 
conceals  the  relative  over-taxation  of  certain  rev- 
enue sources  and  fails  to  reveal  those  sources 
which  are  relatively  undertaxed  or  not  even  de- 
veloped. It  does  not  disclose  the  incidence  of  pres- 
ent taxes  and  their  economic  effects. 

5.  Unlike  a majority  of  the  other  states,  Penn- 
sylvania has  no  general  personal  income  or  sales 
tax.  Taxes  thereof  inevitably  concentrate  on 
other  sources. 

6.  A comparison  of  the  use  of  particular  state 
and  local  revenue  sources  of  importance  in  Penn- 
sylvania among  the  leading  states  in  the  fiscal 
year  1951,  excluding  motor  vehicle  and  fuel  and 
unemployment  compensation  taxes,  shows  the  fol- 
lowing: (Before  the  1951  increase  in  the  inherit- 
ance tax  rate  on  collateral  heirs  from  10  to  15 
percent  and  the  increase  in  the  corporate  net  in- 
come tax  rate  from  4 to  5 percent  in  Pennsyl- 
vania) . 

a.  On  a per  capita  basis,  Pennsylvania  ranked 

1st  in  alcoholic  beverage  revenues 
2nd  in  cigarette  taxes 
2nd  in  inheritance  taxes. 

3rd  in  corporation  taxes 
11th  in  local  property  taxes 

b.  In  relation  to  income  payments  Pennsylvania 

ranked 
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2nd  in  alcoholic  beverage  revenues 

2nd  in  cigarette  taxes 

2nd  in  inheritance  taxes 

4th  in  corporation  taxes 

11th  in  local  property  taxes 

c.  With  respect  to  the  percentage  of  state  and 
local  tax  revenues,  including  alcohol  profits, 
obtained  from  each  of  its  major  revenue 
sources  in  the  fiscal  year  1951,  Pennsyl- 
vania ranked 

1st  in  cigarette  taxes 

1st  in  inheritance  taxes 

2nd  in  alcoholic  beverage  revenues 

2nd  in  corporation  taxes 

11th  in  local  property  taxes 

d.  Summarizing  the  results  of  the  comparison 
of  the  state  and  local  revenue  systems  of  the 
15  states,  the  rank  of  Pennsylvania  in  the 
burdens  placed  on  those  paying  each  of  the 
major  revenues  was  as  follows:  (Before 
the  1951  increase  in  the  inheritance  tax  rate 
on  collateral  heirs  from  10  to  15  percent 
and  the  corporate  income  tax  rate  increase 
from  4 to  5 percent  in  Pennsylvania). 


Percent- 

Revenue  Source 

Per 

Income 

age  of 

Capita 

Payments 

Total 

Alcoholic  Beverages 

1st 

2nd 

2nd 

Cigarettes 

2nd 

2nd 

1st 

Inheritance  Taxes 

2nd 

2nd 

1st 

Corporation  Taxes 

3rd 

4th 

2nd 

Local  Proper  Taxes 

11th 

12th 

11th 

7.  The  many  public  services  provided  by  the 
Commonwealth  presumably  benefit  all,  or  at  least 
the  great  majority,  of  the  population,  indirectly  if 
not  directly.  All  who  benefit  from  those  services 
should,  therefore,  contribute  their  just  share  of 
the  costs  of  those  services  according  to  their  abil- 
ity to  pay. 

8.  The  ever  recurring  pressure  for  new  tax 
sources  proves  that  the  Commonwealth  has  failed 
to  develop  a revenue  structure  sufficiently  diver- 
sified and  flexible  to  provide  steadily  increasing 
funds  required  to  finance  the  expanding  General 
Fund  budgets. 

9.  The  time  has  come  to  take  inventory  of  the 
present  revenue  resources,  appraise  future  revenue 


requirements,  and  lay  securely  the  foundations  of 
a revenue  system  which  will  meet  the  long-range, 
as  well  as  the  immediate,  revenue  requirements  of 
the  Commonwealth. 

IV.  State  Taxes  on  Selected  Objects 

1.  The  two  commodities  which  provide  sub- 
stantial General  Fund  revenues  in  Pennsylvania 
are  alcoholic  beverages  and  cigarettes. 

a.  Alcoholic  beverages  supplied  the  General 
Fund  with  $86.2  million  in  the  fiscal  year 
1952,  a sum  probably  not  equalled  in  any 
other  state. 

b.  The  retail  prices  of  packaged  liquor  in  Penn- 
sylvania apparently  do  not  greatly  exceed 
those  in  adjoining  states,  except  in  Ohio, 
where  materially  lower  prices  are  found. 
The  Pennsylvania  liquor  patronage  holds 
up,  however,  in  spite  of  the  somewhat 
higher  prices. 

c.  Because  of  the  great  revenue  needs  of  the 
Commonwealth,  it  does  not  appear  feasible 
at  this  time  to  lower  liquor  prices  by  re- 
ducing either  the  liquor  markup  or  the  10 
percent  emergency  tax. 

d.  The  low  markup  on  wine  has  had  the  effect 
of  subsidizing  wine  consumption  and  dis- 
criminating against  the  purchasing  of  liquor. 
A higher  markup  on  wine,  comparable  with 
that  on  liquor,  would  increase  annual  reve- 
nues by  approximately  $1.0  million,  accord- 
ing to  the  Liquor  Control  Board. 

e.  The  Pennsylvania  malt  beverage  tax  is  now 
higher  than  that  in  many  states,  including 
Maryland,  New  Jersey,  and  New  York. 
It  is  lower,  however,  than  the  taxes  of 
some  of  the  other  states.  An  increase  in  the 
tax  from  $2.48  to  $3.72  a barrel  would 
yield  approximately  $10  million  a year  in 
revenue  if  the  demand  for  malt  beverages 
would  not  greatly  decline.  This  would  ap- 
proximate the  malt  beverage  taxes  of  Ohio 
and  West  Virginia  but  would  increase  the 
margin  over  the  lower  taxes  of  other  states. 

2.  The  cigarette  tax,  another  important  revenue 
producer,  furnished  the  General  Fund  with  over 
$44  million  in  the  fiscal  year  1952  at  a rate  of  4 
cents  a package. 

a.  The  cigarette  tax  rates  are  lower  in  the 
neighboring  states  than  they  are  in  Penn- 
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sylvania,  except  in  West  Virginia,  where  the 
rate  is  also  4 cents.  Massachusetts  and 
Florida  have  found  taxes  of  5 cents  a 
package  productive  revenues,  and  a few 
other  states  have  still  higher  tax  rates. 

b.  The  demand  for  cigarettes  is  such  that  an 
increase  in  the  rate  to  5 cents  a package  in 
Pennsylvania  w'ould  probably  raise  new 
annual  revenues  of  $10  million.  Such  a rate 
advance,  however,  would  increase  the  Penn- 
sylvania tax  differential  over  the  lower  rates 
generally  prevailing  in  nearby  states. 

3.  The  realty  transfer  tax  adopted  in  1951  is 
estimated  to  supply  $29  million  in  the  1953-1955 
biennium  at  the  rate  of  1 percent.  A similar  tax 
at  a rate  of  1 percent  is  also  imposed  by  a num- 
ber of  local  governments.  Taxes  at  moderate  rates 
do  not  appear  to  affect  real  estate  transfers  ma- 
terially when  the  markets  are  active.  A separate 
real  estate  transfer  tax,  however,  is  unusual 
among  the  states. 

4.  The  Pennsylyvania  stock  transfer  tax  and 
the  legal  documents  tax  supply  relatively  little 
revenue.  Collections  from  these  taxes  were  only 
$193,944  and  $443,999,  respectively,  in  the  fiscal 
year  1952.  The  tax  rates  on  legal  documents  are 
low,  however,  and  somewhat  more  revenue  could 
be  obtained  from  them.  A doubling  of  the  tax  rates 
should  double  the  revenue. 

V.  The  Inheritance  and  Estate  Taxes 

1.  The  Pennsylvania  inheritance  and  estate 
taxes  together  constitute  one  of  the  more  impor- 
tant state  tax  revenues,  with  a recent  annual  yield 
of  $26.1  million. 

2.  The  Pennsylvania  inheritance  tax  on  prop- 
erty going  to  direct  heirs  is  relatively  heavy  on  the 
smaller  bequests  and  relatively  moderate  on  the 
larger  inheritances.  The  fiat  2 percent  rate  is 
higher  than  the  initial  rate  in  a number  of  states 
but  is  also  lower  than  the  common  maximum  rates 
of  the  graduated  taxes  of  other  states. 

3.  In  its  treatment  of  bequests  to  charitable, 
educational,  and  other  non-profit  institutions 
Pennsylvania  is  less  generous  than  many  other 
states.  Exemptions  are  confined  to  property  given 
to  municipalities  and  institutions  for  free  public 
exhibition  in  Pennsylvania  and  to  property  given 
to  free  public  non-sectarian  or  national  libraries. 

4.  The  inheritance  tax  on  collateral  heirs  at  a 


flat  rate  of  15  percent  in  Pennsylvania,  without 
exemptions,  is  an  unusually  heavy  tax. 

5.  While  Pennsylvania  taxes  gifts  in  contem- 
plation of  death,  other  gifts  are  not  taxed.  If  gifts 
were  taxed  in  a manner  similar  to  inheritances, 
annual  revenues  of  approximately  $1.5  million 
could  be  raised. 

6.  A substantial  amount  of  additional  state  rev- 
enue, estimated  at  $30  million  annually,  could  be 
procured  if  a minimum  credit  of  50  percent  were 
allowed  by  Congress  against  the  entire  federal 
estate  tax  for  the  payment  of  state  death  taxes. 

7.  A further  $3  million  a year  could  be  ob- 
tained if  a similar  credit  of  50  percent  against  the 
federal  gift  tax  were  granted  by  Congress  for  the 
payment  of  a state  gift  tax. 

VI.  The  State  Corporation  Taxes 

1.  Corporations  are  taxed  because  large  rev- 
enues are  readily  collected  from  them  and  some 
charge  is  warranted  for  the  beneficial  services  pro- 
vided to  them  by  the  Commonwealth. 

2.  The  taxes  collected  from  corporations  must 
fall  upon  someone.  They  are:  (a)  extracted 
sooner  or  later  from  the  individuals  who  own  the 
taxed  corporations,  (b)  are  shifted  to  consumers 
in  increased  prices,  or  (c)  affect  the  incomes  of 
employes. 

3.  Corporate  taxes  are  not  based  upon  the  abil- 
ity of  individuals  as  investors,  consumers,  or  em- 
ployes to  pay  them.  They  tax  all  whom  they  hit 
alike,  at  the  same  rates  and  without  exemptions, 
whether  they  be  rich  or  poor. 

4.  Corporation  bonus  charges  for  the  privilege 
of  incorporating  in  Pennsylvania  or  entering  the 
state  to  do  business  yield  small  revenue,  amount- 
ing to  $2.8  million  in  1952,  and  could  be  aban- 
doned as  an  encouragement  to  corporations  to 
enter  the  state  to  engage  in  business.  If  the 
charges  are  retained,  consideration  should  be 
given  to  reducing  them  to  cover  only  the  ex- 
penses of  administration  and  to  making  them 
either  a license  fee  or  tax  which  would  be  de- 
ductible for  federal  income  taxation. 

5.  The  corporate  loans  tax  on  indebtedness  is 
withheld  from  interest  payments  by  corporations 
and  supplements  the  county  personal  property 
taxes.  Only  resident  owners  are  taxed.  Since  the 
revenue  obtained  is  small,  only  $1.6  million  in 
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1952,  and  in  view  of  the  compliance  difficulties 
arising  in  screening  out  resident  owners  of  cor- 
porate loans,  the  tax  might  be  abandoned  or 
turned  over  to  the  counties  for  enforcement  along 
with  the  personal  property  taxes. 

6.  The  corporate  net  income  tax  is  the  General 
Fund’s  revenue  producer. 

a.  It  is  estimated  to  yield  one-third  of  the  Gen- 
eral Fund  revenues  in  the  1951-1953  bien- 
nium. But  this  is  a source  of  revenue  which 
is  subject  to  wide  fluctuations  with  changes 
in  earnings  and  tax  rates.  The  corporate 
net  income  tax  in  Pennsylvania  is  supple- 
mented by  the  capital  stock  tax  on  domestic 
corporations  and  the  capital  stock  and  fran- 
chise tax  on  foreign  corporations  which 
yield  lesser  but  substantial  revenues. 

b.  The  basic  corporate  net  income  tax  rate  is 
5 per  cent.  The  effect  of  accelerating  cor- 
porate income  tax  payments  in  1953,  how- 
ever, is  to  raise  the  ratio  of  tax  payments  in 
1953  to  7.5  percent  of  net  income.  This  is 
currently  a higher  ratio  of  income  taxes  to 
income  than  that  found  in  any  other  leading 
state. 

c.  The  corporate  net  income  tax  acceleration 
is  an  unhappy  and  thoroughly  confusing  de- 
vice which  should  be  discarded  at  the 
earliest  opportunity.  It  is  a device  resorted 
to  by  no  other  state. 

d.  Pennsylvania,  like  several  other  states, 
taxes  corporate  net  income  without  allowing 
a deduction  for  federal  income  and  profits 
taxes. 

e.  Losses  in  one  year  are  not  balanced  against 
income  in  other  years  in  Pennsylvania. 
The  federal  government,  however,  allows  a 
carry-back  of  one  year  and  a carry-forward 
of  five  years  for  net  operating  losses.  Some 
states  also  permit  a loss  carry-over. 

f.  The  Pennsylvania  corporate  net  income  tax 
is  especially  onerous  for  the  many  thousands 
of  small  corporations  with  net  incomes  under 
$25,000  which  are  subject  to  the  30  percent 
federal  income  tax.  The  state  taxes  of 
these  firms  are  ofTset  to  a lesser  degree  by 
their  deductibility  for  federal  income  taxa- 
tion than  are  the  state  taxes  of  the  larger 
corporations  paying  a federal  income  tax 
at  a rate  of  52  percent  or  higher.  In  addi- 


tion, losses  are  more  common  among  the 
smaller  companies. 

7.  Domestic  and  foreign  corporations  engaging 
in  business  in  Pennsylvania  must  pay  a 5 mill 
capital  stock  or  franchise  tax  on  the  capital  located 
in  or  employed  in  Pennsylvania. 

a.  The  valuation  of  capital  is  a complicated 
and  uncertain  process  not  controlled  by  any 
definite  statutory  formula  which  results  in 
inequalities  and  dissatisfaction  among  tax- 
payers. Others  appear  to  be  satisfied  with 
the  valuations  resulting. 

b.  The  capital  of  domestic  corporations  is  allo- 
cated to  Pennsylvania  for  taxation  according 
to  the  ratio  of  the  value  of  the  assets  in 
Pennsylvania  to  the  total  value  of  the  tax- 
able assets.  In  the  case  of  foreign  corpora- 
tions the  allocation  gives  equal  weight  to  the 
ratios  of  tangible  property,  pay  rolls,  and 
gross  receipts  in  Pennsylvania  to  the  total 
tangible  property,  payrolls,  and  gross 
receipts.  Some  taxpayers  believe  this 
arrangement  discriminates  against  domestic 
corporations.  If  such  discrimination  exists, 
there  is  no  logical  reason  for  it.  It  has  been 
suggested  that  the  problem  could  be  met  by 
allowing  domestic  corporations  the  option 
to  allocate  their  taxable  capital  to  Pennsyl- 
vania on  the  basis  of  the  three  fraction 
formula  applied  to  foreign  corporations. 

c.  The  valuation  of  capital  stock  is  not  con- 
trolled by  corporate  earnings.  The  tax  on 
capital  stock  must  be  paid  regardless  of  a 
profit  or  loss  condition. 

d.  The  smaller  corporations  with  the  lowest 
federal  income  tax  rate,  and  with  the  greater 
tendency  toward  losses,  are  placed  at  a 
competitive  disadvantage  by  the  capital  stock 
tax  burdens  in  comparison  with  larger  cor- 
porations which  pay  a higher  federal  income 
tax  rate  and  obtain  a relatively  greater 
benefit  from  the  deductibility  of  state  taxes 
in  determining  income  for  federal  taxation. 

e.  Total  capital  stock  tax  payments  were  equiv- 
alent to  45.0  percent  of  corporate  income  tax 
payments  in  Pennsylvania  in  the  fiscal  year 
1952.  In  preceding  years  they  were  con- 
sistently more  than  half  the  total  income 
taxes,  thereby  substantially  increasing  the 
ratio  of  Pennsylvania  corporate  taxes  to 
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corporate  income.  For  a corporation  with  a 
low  income,  the  capital  stock  tax  may  exceed 
the  income  tax. 

f.  In  spite  of  its  economic  hardships  and  dis- 
advantages, the  capital  stock  tax  supplies 
substantial  revenues  which  are  more  stable 
than  the  revenues  from  the  corporate  net 
income  tax.  To  remove  the  tax  on  the  capital 
of  domestic  and  foreign  corporations,  equiv- 
alent revenue  must  be  found  from  a more 
equitable  and  practicable  source. 

8.  The  experience  of  the  other  states  should  be 
a guide  to  Pennsylvania  in  the  reform  of  its  cor- 
porate tax  system.  Only  Massachusetts  and  Penn- 
sylvania have  a combination  of  relatively  heavy 
taxes  on  net  income  and  capital  stock.  While 
Maryland  and  North  Carolina  tax  both  net  in- 
come and  capital  stock,  the  capital  stock  tax  rate 
is  low  in  both  states.  New  York  taxes  either  net 
income  or  the  value  of  capital  stock,  whichever 
provides  the  greater  tax  payment,  not  both.  Illi- 
nois, Michigan,  New  Jersey,  Ohio,  and  West 
Virginia  tax  only  capital  stock. 

9.  In  the  opinion  of  many  tax  students  and 
businessmen,  considering  both  economic  and 
equity  factors,  the  corporate  tax  structure  should 
normally  be  based  upon  net  income.  The  success 
or  failure  of  a concern  is  best  measured  by  its 
earnings.  The  capital  stock  tax  could  be  employed 
as  an  alternative  tax  on  corporations  in  those  in- 
stances where  it  would  amount  to  a greater  sum 
than  the  net  income  tax. 

10.  The  loss  of  revenue  from  adopting  the  pro- 
posal to  make  the  capital  stock  an  alternative  rev- 
enue could  be  made  up  by  raising  the  corporate 
net  income  tax  rate  to  approximately  7 percent. 

11.  Placing  a primary  emphasis  upon  net  in- 
come as  a basis  of  taxation  would  remove  the 
cause  of  many  disputes  between  the  taxpayers  and 
the  tax  officials  over  the  uncertainties  and  com- 
plications involved  in  valuing  capital  assets.  Penn- 
sylvania would  also  be  a more  attractive  state  in 
which  to  engage  in  business.  Its  competitive  posi- 
tion would  be  improved  as  compared  with  that  of 
other  states  which  do  not  depend  upon  a combina- 
tion of  heavy  income  and  capital  stock  taxes. 

VII.  The  Pennsylvania  Corporate  Tax  Burden 

1.  In  an  effort  to  ascertain  the  judgment  of 
those  engaged  in  manufacturing  in  Pennsylvania, 


the  Tax  Study  Committee  sent  out  a question- 
naire in  the  autumn  of  1952  inquiring  of  manu- 
facturing corporations  if  Pennsylvania  state  and 
local  taxes  were  influencing  decisions  to  modern- 
ize or  expand  manufacturing  facilities  in  the  state. 
A majority  of  those  replying  said  that  1952  taxes 
were  not  influencing  their  decisions.  However, 
most  of  the  remaining  firms  declared  that  Penn- 
sylvania state  and  local  taxes  were  adversely 
affecting  decisions  to  modernize  or  expand  manu- 
facturing facilities  in  Pennsylvania.  If  a similar 
percentage  of  all  manufacturing  firms  in  Pennsyl- 
vania are  of  the  same  opinion,  thousands  of  cor- 
porations operating  in  the  state  consider  state  and 
local  taxes  to  be  unfavorable  to  industrial  growth. 

2.  In  seeking  a comparison  of  the  state  and 
local  taxes  imposed  upon  corporations  operating 
in  the  leading  commercial  and  industrial  states, 
the  Tax  Study  Committee  compared  the  taxes  of 
two  groups  of  industrial  and  mercantile  corpora- 
tions in  Pennsylvania  and  other  states.  The 
studies  support  several  important  conclusions. 

a.  Present  corporate  taxes  in  Pennsylvania  at 
the  state  level,  as  compared  with  taxes  in 
other  states,  do  not  contribute  toward  pro- 
ducing a favorable  industrial  climate. 

b.  An  analysis  of  the  actual  taxes  paid  by  54 
corporations  substantially  engaged  in  inter- 
state commerce  shows  that  even  when  the 
local  taxes  paid  by  these  corporations  were 
considered,  the  ratio  of  total  taxes  to  net 
investment  in  Pennsylvania  in  1951  was 
higher  than  the  ratio  of  total  taxes  to  net 
investment  in  contiguous  states  and  was 
surpassed  in  only  a few  of  the  other  im- 
portant industrial  states  studied. 

c.  The  analysis  of  the  combined  state  and  local 
tax  liabilities  of  these  54  corporations,  after 
allowing  for  the  acceleration  of  corporate  in- 
come tax  payments  in  1953  only,  shows  that 
the  ratio  of  total  state  and  local  taxes  to 
net  investment  in  1953  is  higher  in  Pennsyl- 
vania than  in  any  other  important  industrial 
state  studied,  except  possibly  in  Wisconsin. 

d.  As  a result  of  the  acceleration  of  corporate 
net  income  tax  payments  for  one  year,  i.  e., 
1953,  the  general  state  corporation  taxes 
payable  in  Pennsylvania  in  1953  are  highet 
than  the  similar  taxes  in  any  other  state. 
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VIII.  The  Special  Business  Taxes 

1.  The  special  business  taxes  imposed  by  the 
Commonwealth  provide  minor  General  Fund 
revenues  as  compared  with  receipts  from  the  cor- 
porate net  income  and  capital  stock  taxes  which 
they  supplement. 

2.  Pennsylvania,  like  the  other  states,  has  not 
developed  a uniform  system  of  business  taxation 
Instead,  several  special  taxes  are  levied  which 
are  adapted  to  the  peculiar  problem  of  certain 
industries. 

3.  Utilities,  including  transportation  and  com- 
munication companies  in  general,  and  electric  util- 
ities, are  subject  to  a basic  8 mill  tax  on  their 
gross  receipts  in  Pennsylvania.  An  additional 
emergency  6 mill  tax  has  been  imposed  in  recent 
years  except  for  motor  transportation.  The  tax 
does  not  apply  to  pipelines  transporting  natural 
or  artificial  gas  nor  to  gas  utility  service.  In  Penn- 
sylvania, utilities  pay  the  corporate  net  income  as 
well  as  the  capital  stock  tax. 

4.  The  estimated  yield  of  the  utility  gross  re- 
ceipts tax  in  the  budget  proposed  for  1953-1955 
at  a rate  of  14  mills,  including  an  8 mill  tax  on 
motor  transportation,  is  $29.5  million. 

5.  Additional  revenue  could  be  obtained  by  ex- 
tending the  gross  receipts  tax  to  the  sale  of  gas. 
A tax  at  a rate  of  14  mills  on  gross  receipts  from 
such  sales  should  yield  approximately  $2.6  mil- 
lion a year. 

6.  Banks  in  Pennsylvania  are  required  to  pay  a 
4 mill  tax  on  the  value  of  their  shares.  They  do 
not,  however,  pay  either  the  capital  stock  or  the 
corporate  net  income  tax.  The  state  taxation  of 
banks  is  substantially  limited  by  federal  legislation 
concerning  the  taxation  of  national  banks,  which 
indirectly  affects  the  possible  taxation  of  state 
banks.  In  the  fiscal  year  1952  the  Commonwealth 
obtained  $4.1  million  from  the  bank  shares  tax. 

7.  Insurance  companies  in  Pennsylvania,  as  in 
other  states,  are  taxed  on  their  gross  premiums. 
The  Pennsylvania  tax  rate  is  2 percent,  a rate 
which  generally  compares  favorably  with  the  tax 
rates  in  other  states,  which  are  sometimes  higher. 
The  yield  of  the  Pennsylvania  gross  premiums  tax 
in  the  fiscal  year  1952,  according  to  the  U.  S. 
Bureau  of  the  Census,  was  $19.8  million,  of  which 
$7.6  million  were  returnable  to  local  governments. 

8.  A peculiar  problem  in  insurance  taxation  is 


the  practice  of  imposing  retaliatory  taxes  on  com- 
panies from  states  which  increase  their  taxes  and 
apply  the  higher  rates  to  foreign  companies.  If 
Pennsylvania  increases  its  tax  rate,  Pennsylvania 
companies  doing  business  in  other  states  may 
therefore  have  to  pay  taxes  in  those  states  ex- 
ceeding those  imposed  upon  domestic  corporations 
and  even  some  foreign  corporations. 

9.  The  appropriate  tax  treatment  of  cooperative 
corporations  also  presents  complicated  problems. 
The  purpose  of  taxation  should  be  that  of  raising 
revenue  in  an  equitable  manner.  The  problems 
encountered  here  are  difficult.  If  the  net  income 
tax  is  not  a suitable  tax,  a tax  on  gross  income 
could  be  employed. 

10.  A gross  receipt  tax  at  a rate  of  1 percent 
would  have  yielded  approximately  $1  million  in 
1952  from  the  cooperative  associations  whose 
gross  receipts  were  separately  reported  by  the  De- 
partment of  Revenue.  Additional  revenue  would 
have  been  obtained  if  a similar  tax  had  been  im- 
posed on  the  gross  receipts  of  other  cooperative 
associations. 

IX.  Federal  Aid  and  State  Revenues 

1.  Pennsylvania  and  other  states  obtain  sub- 
stantial and  increasing  federal  aid  for  education, 
highways,  public  assistance,  and  other  functions. 
It  is  estimated  that  General  Fund  revenues  from 
federal  aid  will  amount  to  $112.3  million  in  the 
present  biennium  and  $113.8  million  in  1953- 
1955.  These  revenues  supplement  the  General 
Fund  revenues  previously  listed. 

2.  Using  U.  S.  Bureau  of  the  Census  data,  the 
Commonwealth  received  $53.5  million  for  public 
assistance,  health,  and  welfare  and  $11.2  million 
for  education  in  federal  aid  in  the  fiscal  year  1951. 
Highway  aid  was  $21.8  million  and  other  aid 
$16.6  million. 

3.  Federal  grants  to  Pennsylvania  that  year 
were  $9.76  per  capita,  which  was  0.6  percent  of 
the  per  capita  income.  Federal  aid  was  more  gen- 
erous to  Pennsylvania  on  a per  capita  and  income 
payments  basis  than  to  some  states,  but  less  gen- 
erous than  it  was  to  other  states. 

4.  The  Commonwealth  distributes  substan- 
tially more  aid  to  its  local  subdivisions  than  it 
receives  from  the  federal  government.  In  the 
fiscal  year  1951  it  received,  according  to  the  U.  S. 
Bureau  of  the  Census,  $103.1  million  in  federal 
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aid  and  gave  $157.1  million  in  state  aid,  largely 
for  the  public  schools. 

5.  The  more  aid  a state  gives  to  the  local  com- 
munities, the  more  the  state  taxes  must  be  in- 
creased to  supply  that  aid. 

6.  Neither  state  aid  nor  federal  aid  is  free 
money.  Such  aid  must  be  paid  out  of  higher  taxes 
on  the  citizens.  More  central  control  must  also 
be  expected. 

X.  State  and  Local  Governmental 
Responsibilities  and  Taxes 

1.  State  tax  requirements  are  definitely  related 
to  the  aid  given  local  governments  as  well  as  to 
the  appropriate  direct  state  share  of  the  cost  of 
public  services  of  state-wide  concern.  The  more 
responsibilities  local  governments  can  assume, 
the  less  will  be  the  need  to  increase  state  taxes. 

2.  The  appropriate  areas  of  state  and  local  gov- 
ernment service  responsibilities  and  their  respec- 
tive sources  of  tax  revenue  should  be  delineated 
as  clearly  as  possible. 

3.  Taxes  on  cigarettes,  alcoholic  beverages,  re- 
tail sales,  corporate  and  personal  income,  trans- 
fers of  property  by  gift  or  bequest,  and  other  ob- 
jects related  to  economic  activity  over  a wide 
area,  can  be  administered  more  effectively  and 
complied  with  by  the  taxpayers  with  less  incon- 
venience if  they  are  levied  at  the  state  level. 

4.  Real  estate  and  per  capita  taxes  are  especially 
appropriate  for  local  levy  and  administration. 

5.  Local  real  estate  taxes  in  Pennsylvania 
amounted  to  approximately  $395  million  in  1951. 
Local  income  taxes  were  $55.5  million,  of  which 
$43.0  million  were  collected  in  Philadelphia.  Per 
capita  tax  revenues  were  approximately  $23.0 
million,  mercantile  business  privilege  taxes  $12.8 
million,  and  amusement  taxes  $7.5  million.  Total 
local  taxes  were  approximately  $514.0  million. 

6.  State  aid  to  local  governments  amounted  to 
$186.0  million  in  1952,  consisting  of  $161.1  mil- 
lion in  grants  and  $24.9  million  in  local  shares  of 
state  taxes.  A great  part  of  the  grants,  $150.3  mil- 
lion, was  given  for  education. 

7.  The  real  estate  tax  is,  and  will  apparently 
long  remain,  the  mainstay  of  the  local  tax  system. 
It  should  be  administered  efficiently  and  fairly 
and  should  be  based  upon  accurate  and  equitable 
assessments. 

8.  The  taxing  of  machinery  as  “real  property’’ 
by  local  governments  has  been  found  to  be  an  un- 


sound practice.  Valuation  problems  are  too  diffi- 
cult to  be  overcome  satisfactorily  by  local  as- 
sessors and  local  industry  is  discouraged. 

9.  Intangible  property,  or  stocks,  bonds,  mort- 
gages, etc.,  can  be  taxed  more  effectively  and 
equitably  by  the  state  than  by  local  governments. 
It  would  be  preferable  to  tax  intangibles  on  their 
income  rather  than  their  value. 

10.  A state  tax  on  investment  income  from  in- 
terest, dividends,  royalties,  and  net  rents  re- 
ceived from  investments  in  Pennsylvania  by  non- 
residents and  the  total  of  such  income  paid  to 
residents,  at  a rate  of  2 percent,  would  have  an 
estimated  annual  yield  of  $20  million.  This  would 
be  more  than  sufficient  to  restore  to  local  govern- 
ments the  revenues  they  would  lose  by  giving 
up  their  personal  property  taxes. 

11.  If  a general  state  income  tax  should  be 
adopted,  it  should  be  extended  to  intangibles 
and  the  local  taxes  should  be  abandoned. 

12.  Supplemental  local  revenues  may,  under 
favorable  conditions,  be  obtained  from  such  non- 
property sources  as  amusement,  license,  and  per 
capita  taxes. 

13.  The  revenue  possibilities  of  local,  as  well  as 
state,  taxes  are  not  unlimited.  Local  expendi- 
tures must  be  kept  under  rational  control  if  local 
taxes  and  demands  for  state  aid  are  not  to  become 
excessive. 

14.  Reforms  in  local  government  organization 
are  desirable  as  measures  promoting  more  efficient 
and  economical  government.  An  excessive  num- 
ber of  local  taxing  jurisdictions,  and  particularly 
school  districts,  is  bound  to  result  in  excessive 
local  taxes  and  also  invites  excessive  state  aid. 

15.  The  over-all  expenditure,  debt,  and  tax 
problem  of  Pennsylvania  local  government  is  tre- 
mendous. A key  to  sound  local,  as  well  as  state, 
financing  is  the  wise  control  of  spending  pro- 
grams. The  tax  system  must  also  be  equitable 
and  adequate  to  support  the  responsibilities  of 
local  governments  to  provide  essential  public 
services. 

XI.  Some  Possible  New  State  Tax  Sources 

A number  of  possible  new  sources  of  addi- 
tional state  revenue  may  be  mentioned.  This  is 
not  intended  to  be  a complete  list  of  potential  new 
revenue  sources  but  a list  illustrative  of  the  prob- 
lems encountered  in  seeking  substantial  new 
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revenues.  The  Tax  Study  Committee  has  en- 
deavored to  indicate  the  nature  of  the  revenue 
source  without  proposing  that  it  should  or  should 
not  be  adopted. 

1.  The  restoration  of  the  soft  drink  tax,  which 
the  Commonwealth  collected  for  the  four  years 
ending  May  31,  1951,  at  rates  of  1 cent  on  each 
12  fluid  ounces  of  bottled  soft  drinks  and  /4  cent 
on  each  fluid  ounce  of  syrup  for  soft  drinks  would 
proznde  approximately  $14  million  a year  in  new 
revenue.  The  former  soft  drink  tax  was  objected 
to  as  a discriminatory  measure. 

2.  A tax  on  cigars,  chewing  and  smoking  to- 
bacco, and  snuff  at  rates  similar  to  the  federal 
rates  zvould  raise  approximately  $4  million  a 
year.  The  federal  tax  on  cigars  is  graduated  from 
$2.50  per  thousand  for  cigars  retailing  at  not 
over  2j/->  cents  up  to  $20  per  thousand  for  cigars 
retailing  at  a price  over  20  cents,  on  cigars 
weighing  over  3 pounds  a thousand.  Lighter 
cigars  are  taxed  at  a rate  of  $.75  a thousand. 
Other  tobacco  is  taxed  at  a rate  of  10  cents  a 
pound. 

3.  A general  state  tax  on  amusements  at  rates 
one-half  the  federal  would  raise  approximately 
$10  million  a year,  depending  upon  the  extent  to 
which  the  demand  for  amusements  was  affected. 
The  federal  admissions  tax  is  levied  at  a basic  rate 
of  1 cent  on  each  5 cents  or  major  fraction 
thereof  paid  for  admissions.  Bowling  alleys,  bil- 
liard tables,  amusement  and  gambling  devices, 
and  club  and  initiation  fees  are  also  taxed  by  the 
federal  government. 

A state  amusement  tax  would  encounter  some 
complications.  In  addition  to  the  rather  heavy 
federal  tax,  there  are  350  local  governments  tax- 
ing admissions,  commonly  at  a rate  of  10  percent. 
About  75  percent  of  the  federal  tax  is  collected 
from  motion  picture  theaters,  which  are  now  ex- 
periencing considerable  competition  from  tele- 
vision. An  added  state  tax  might,  therefore,  have 
an  appreciable  effect  upon  the  demand  for  certain 
admissions. 

4.  The  most  fertile  new  source  of  revenue  which 
the  states  have  recently  developed,  aside  from 
general  income  and  sales  taxes,  is  the  tax  on  pari- 
mutuel betting  at  race  tracks.  New  York  ob- 
tained $33.8  million  from  a pari-mutuel  tax  in 
the  fiscal  year  1952,  New  Jersey  $15.6  million. 

It  would  require,  perhaps,  a year  or  more  for 


race  tracks  and  racing  schedules  to  be  placed  in 
full  operation  in  Pennsylvania,  if  they  were 
legalized.  A tax  on  pari-mutuel  betting  could 
raise  $20  to  $25  million  in  revenue  a year  under 
favorable  conditions  after  full  scale  operations 
zvere  attained.  All  the  states  surrounding  Penn- 
sylvania tax  pari-mutuel  betting. 

It  may  be  argued  against  a tax  on  pari-mutuel 
betting  that  it  would  encourage  betting  by  those 
who  for  moral  or  economic  reasons  should  refrain, 
that  betting  is  an  unproductive  activity  which 
transfers  money  from  the  pockets  of  one  person 
to  another,  and  that  better  and  more  substantial 
sources  of  revenue  are  available  to  the  Com- 
monwealth. 

5.  A state  per  capita  tax  at  a rate  of  $5  on 
persons  of  21  years  of  age  and  older  would  yield 
approximately  $25  million  a year  if  it  were  ef- 
fectively enforced.  Other  states  have  tended  to 
abandon  poll  taxes  and  to  leave  them  to  local  gov- 
ernments as  sources  of  revenue.  On  April  1, 
1953,  there  were  1,429  local  governments  impos- 
ing per  capita  taxes  under  the  powers  granted 
by  “Act  481.’’  Pittsburgh  also  collects  a per 
capita  tax.  Many  of  the  taxes  are  $5  a person, 
some  are  lower,  and  some  are  $10. 

6.  A meals  tax  of  the  Massachusetts  variety, 
which  levies  a 5 percent  sales  tax  on  meals,  in- 
cluding alcoholic  and  other  beverages,  which  cost 
$1.00  or  more,  would  yield  an  estimated  $10  mil- 
lion a year  in  Pennsylvania.  Meals  are  usually 
not  subject  to  special  taxation.  They  are  com- 
monly taxed,  however,  by  those  states  imposing 
general  sales  taxes. 

7.  A tax  on  daily  hotel  room  rentals  exceeding 
$2.00,  imposed  at  a rate  of  5 percent,  furnished 
New  York  City  with  $4.7  million  in  revenue  in 
the  fiscal  year  1951.  A similar  tax  in  Pennsyl- 
vania, applied  to  room  rentals  paid  to  hotels, 
motels,  and  other  commercial  rooming  places, 
would  apparently  yield  considerably  less  revenue, 
perhaps  $3  million  a year. 

8.  A tax  on  the  bills  of  domestic  and  commercial 
users  of  electricity  and  gas,  at  a rate  of  3.5  per- 
cent zvould  supply  an  estimated  $12.1  million  a 
year. 

9.  A tax  on  intrastate  telephone  and  telegraph 
service  at  a rate  of  5 percent  would  yield  an  an- 
nual estimated  revenue  of  $8  million  a year. 
Additional  revenue  could  be  obtained  from  taxes 
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on  intrastate  transportation  of  persons  and  prop- 
erty. 

Taxes  on  utility  services  would  raise  business 
as  well  as  consumer  costs.  Substantial  federal 
taxes  are  already  being  imposed  upon  telephone 
and  telegraph  service  and  upon  transportation. 
Additional  state  taxation  would  add  to  the  present 
heavy  burdens  on  the  users  of  these  services. 

10.  A tax  on  the  net  income  of  unincorporated 
businesses  and  professions  at  a rate  of  1.0  percent 
would  yield  an  estimated  annual  revenue  of  ap- 
proximately $20.0  million.  Corporations  are  sub- 
ject to  both  a net  income  and  a capital  stock  tax 
which  unincorporated  firms  escape. 

XII.  The  General  Sales  Tax 

1.  The  general  sales  taxes  imposed  by  33 
states  in  1952  supplied  more  revenue,  in  the  ag- 
gregate, than  any  other  state  tax.  Collections 
were  $2.2  billion. 

2.  Twenty-four  states  confine  their  general 
sales  taxes  to  the  retail  level.  Two  states  impose 
mercantile  taxes  on  retailers  and  wholesalers.  One 
state  taxes  manufacturers  as  well  as  retailers  and 
wholesalers.  Six  states  tax  sales  in  general  at 
various  levels  of  business  activity. 

3.  The  retail  sales  taxes  are  the  big  revenue 
producers.  California  raised  $416  million  from  a 
retail  sales  tax  exempting  food  consumed  off  the 
premises  of  vendors  in  1952.  Ohio,  also  exempt- 
ing food  for  home  consumption,  raised  $165  mil- 
lion. Maryland  and  West  Virginia  obtained  sub- 
stantial revenues  from  their  general  sales  taxes, 
as  did  many  other  states. 

4.  The  revenues  from  general  sales  taxes  are 
usually  paid  into  the  General  Fund  but  several 
states  earmark  all  or  a substantial  part  of  the 
proceeds  for  the  schools. 

5.  As  a rule  the  states  require  vendors  to  pass 
the  sales  taxes  along  to  purchasers.  If  the  taxes 
are  separately  passed  on  as  additions  to  prices, 
they  are  deductible  by  consumers  for  federal  in- 
come taxation. 

6.  Nine  states  exempt  sales  of  food  for  home 
consumption  from  their  general  sales  taxes.  Motor 
vehicle  fuel  is  exempt  in  nearly  all  states,  alcoholic 
beverages  and  cigarettes  in  many,  because  these 
commodities  are  taxed  with  special  excises. 

7.  Nearly  all  the  states  supplement  their  general 


sales  taxes  with  “use  taxes”  on  commodities 
brought  in  from  other  states. 

8.  If  food  is  exempt  from  a general  sales  tax, 
the  burden  on  the  lower  incomes  is  greatly  re- 
lieved. The  lower  the  family  income,  the  larger, 
ordinarily,  is  the  part  spent  for  food. 

9.  A universal  sales  tax,  on  all  sales  from  pro- 
ducers to  consumers,  would  raise  the  most  reve- 
nue at  a particular  rate  but  it  would  require  dif- 
ferent tax  rates  for  different  industries  because 
of  the  variable  ratios  of  profits  to  earnings  and 
other  factors.  Rate  differentials  open  the  doors 
to  disputes  and  discriminations,  as  the  experience 
of  a number  of  states  demonstrates.  A universal 
sales  tax  would  also  cumulate,  or  pyramid,  from 
vendor  to  vendor  as  taxes  were  added  to  costs 
including  sales  taxes.  Such  a tax  would  involve 
the  maximum  number  of  taxpayers  and  the  great- 
est administrative  and  compliance  problems  and 
costs.  It  would  be  very  difficult  to  exempt  food 
sales  from  this  tax.  Even  though  it  was  shifted  to 
them,  a universal  sales  tax  could  not  be  deducted 
by  consumers  for  federal  income  tax  purposes 
unless  it  was  billed  separately  to  them  as  a specific 
charge. 

10.  A tax  limited  to  manufacturing,  wholesal- 
ing, and  retailing  would  have  somewhat  similar 
advantages  and  disadvantages.  Different  tax  rates 
would  be  required  on  each  industry,  tax  pyra- 
miding would  be  extensive,  and  the  exemption  of 
food  sales  would  be  cumbersome. 

11.  A mercantile  tax  may  be  imposed  upon 
sales  at  the  levels  of  wholesaling  and  retailing. 

a.  Pennsylvania  had  a mercantile  tax  for 
many  years.  The  tax  was  poorly  adminis- 
tered and  provided  small  revenue.  A num- 
ber of  local  jurisdictions  in  Pennsylvania 
currently  impose  such  a tax. 

b.  A mercantile  tax  on  wholesaling  and  re- 
tailing involves  the  problem  of  defining 
each  industry  and  deciding  upon  the  ap- 
propriate tax  rate  for  each. 

c.  Unless  the  tax  is  passed  on  specifically  to 
purchasers,  it  is  not  deductible  by  con- 
sumers for  federal  income  taxation.  It 
was  the  nature  of  the  Pennsylvania  tax, 
however,  that  it  was  legally  a tax  on  the 
vendor.  It  was  a deductible  expense  for 
him,  even  though  he  ordinarily  shifted  it 
to  consumers. 
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d.  If  the  mercantile  tax  is  not  shifted,  it  dis- 
regards the  profit  or  loss  condition  of 
vendors  and  penalizes  those  with  losses 
and  low  ratios  of  profits  to  sales. 

e.  The  exemption  of  food  from  such  a tax 
would  also  be  rather  difficult  because  it 
would  have  to  apply  at  the  wholesale  as 
well  as  the  retail  level. 

12.  The  tax  confined  to  retailing  is  employed 
by  24  states,  apparently  because  it  is  thought  to 
be  the  superior  type  of  general  sales  taxation. 

a.  Large  revenues  may  be  raised  at  a rate  of 
2 or  3 percent. 

b.  Only  one  type  of  sale,  the  retail,  need  be 
defined. 

c.  There  is  also  less  tax  pyramiding  and  there 
are  fewer  vendors  from  whom  to  collect 
a tax  than  with  a more  general  sales  tax. 

d.  The  experience  of  several  states  shows 
that  food  purchased  for  home  consump- 
tion can  be  exempted  without  too  great 
difficulty. 

e.  The  retail  tax  can  be  billed  separately  to 
consumers  and  be  included  in  their  federal 
income  tax  deductions. 

f.  It  is  an  open  tax  and  known  to  the  citi- 
zens. It  therefore  invites  interest  in  gov- 
ernment while  providing  financial  support 
for  essential  governmental  services. 

g.  Retailers  are  customarily  allowed  some 
compensation  to  cover  the  expense  of  col- 
lecting the  tax. 

h.  Their  shifting  of  the  tax  to  purchasers  may 
also  be  eased  by  statutory  requirements 
for  shifting. 

13.  The  question  of  a general  sales  tax  in  Penn- 
sylvania would  involve  the  issue  of  state  and  local 
tax  relations.  There  were  61  local  governments 
on  April  1,  1953  collecting  business  privilege  and 
mercantile  taxes. 

a.  From  the  administrative  standpoint,  the 
superiority  of  state  over  local  tax  en- 
forcement is  readily  apparent. 

b.  The  multiplication  of  local  mercantile,  gross 
receipts,  and  retail  sales  taxes  is  bound 
to  create  discouragements  to  local  trade 
while  creating  inequalities  and  additional 
administrative  and  compliance  complica- 
tions and  expenses. 

c.  If  the  Commonwealth  should  adopt  some 


type  of  general  sales  tax,  it  would  prob- 
ably be  necessary  to  require  the  local  gov- 
ernments to  relinquish  this  revenue  source. 

14.  It  is  estimated  that  a 2 percent  tax  on  sales 
of  tangible  personal  property  at  retail,  exempting 
food  for  home  consumption  and  the  specially 
taxed  commodities,  alcoholic  beverages,  cigarettes, 
and  gasoline,  as  well  as  certain  other  commodi- 
ties, as  in  Ohio,  would  provide  approximately 
$140  million  a year  in  revenue.  This  assumes  a 
level  of  economic  activity  equal  to  that  prevailing 
in  1952.  With  a more  inclusive  basis  of  taxation, 
more  revenue  could  be  raised. 

XIII.  The  Personal  Income  Tax 

1.  The  personal  net  income  tax  is  a direct  tax 
on  the  individual.  More  than  any  other  tax,  per- 
haps, the  graduated  net  income  tax  has  been 
regarded  as  a tax  based  upon  personal  ability 
to  pay. 

2.  Twenty-nine  states  now  impose  general  per- 
sonal net  income  taxes  which  raised  approxi- 
mately $900  million  in  1952.  In  addition,  Indiana 
levies  a general  gross  income  tax  on  individuals 
as  a supplement  to  the  gross  income  tax  on 
business. 

3.  Twenty-one  states,  including  Indiana,  levy 
both  a general  personal  income  tax  and  a general 
sales  tax.  If  the  long-term  trend  of  state  taxation 
pattern  continues,  it  seems  possible  that  in  the 
not  too  remote  future  nearly  all  states  wall  have 
both  a general  income  and  a general  sales  tax. 

4.  Personal  gross  and  net  income  are  more  stable 
as  a basis  of  taxation  than  corporate  net  income 
but  somewhat  less  stable  than  consumer  expendi- 
tures. 

5.  Several  states  earmark  part  of  the  income  tax 
revenue  to  the  support  of  the  public  schools. 

6.  The  general  personal  net  income  taxes  of  the 
states  are  commonly  graduated  in  rate  according  to 
the  amount  of  taxable  net  income.  Massachusetts 
and  Maryland,  however,  tax  investment  income 
at  a higher  rate  than  income  from  personal 
services. 

7.  No  new  state  general  personal  income  taxes 
have  been  adopted  since  1937.  The  high  federal 
income  tax  rates  apparently  have  discouraged  the 
enactment  of  new  state  taxes.  Meanwhile,  several 
states  have  adopted  general  sales  taxes. 
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8.  In  Pennsylvania,  the  Constitution  requires 
uniform  taxation.  This  apparently  precludes  the 
adoption  of  a graduated  net  income  tax  and  may 
also  forbid  the  enactment  of  a flat  rate  net  income 
tax,  with  or  without  exemptions,  until  the  Consti- 
tution is  amended.  At  this  time  only  a flat  rate 
gross  income  tax  on  individuals,  without  exemp- 
tions, is  unquestionably  constitutional. 

9.  If  the  Commonwealth  should  adopt  an  in- 
come tax,  the  problem  of  coordinating  the  state 
and  local  income  taxes  would  arise. 

a.  Considering  the  administrative  and  compli- 
ance problems,  revenue  possibilities,  and  the 
equity  of  taxation,  there  is  much  to  be  said 
for  a uniform  state-wide  income  tax  in 
preference  to  hundreds  or  thousands  of 
local  taxes  on  income. 

b.  Unless  the  Commonwealth  would  be  pre- 
pared to  restore  to  Philadelphia  the 
revenue  which  it  would  lose  from  abandon- 
ing this  source,  however,  it  might  be 
necessary  for  the  Commonwealth,  in  the 
event  that  an  income  tax  is  adopted,  to 
permit  Philadelphia  to  continue  to  collect 
its  income  tax  as  an  additional  revenue. 

10.  The  earmarking  of  part  or  all  of  a general 
tax  on  personal  income  or  sales  for  education, 
would  identify  a new  tax  with  the  revenue  needs 
of  the  public  schools  and  might  be  received  more 
favorably  by  the  citizens.  On  the  other  hand,  the 
function  to  be  aided  as  well  as  other  functions 
might  suffer  from  a dearth  or  an  overabundance 
of  revenue,  depending  upon  the  results  of  the 
mechanical  distribution  of  funds  on  the  basis  of 
the  earmarking  formula.  Financing  education  and 
other  general  functions  through  the  General  Fund 
lends  itself  to  a more  flexible  apportionment  of 
funds  according  to  changing  needs  and  costs  and 
facilitates  the  over-all  control  of  state  expendi- 
tures. 

11.  The  annual  revenue  which  an  income  tax 
would  yield,  assuming  1952  levels  of  activity, 
would  vary  with  the  type  of  tax  imposed  and  the 


effectiveness  of  enforcement.  These  estimates  of 
approximate  revenues  are  cited: 

a.  A tax  at  a rate  of  1 percent  on  the 
gross  incomes  of  individuals  and  the  net 
income  of  unincorporated  businesses  and 
professions  similar  to  those  proposed  in 
Pennsylvania  in  1951,  revenue  of  $135 
million  a year. 

b.  A flat  rate  net  income  tax  at  a rate  of  1 
percent  on  the  net  incomes  of  individuals, 
with  deductions  similar  to  the  federal  but 
without  any  exemptions,  $120  million  a 
year. 

c.  A tax  at  a rate  of  7 percent,  computed 
on  the  basis  of  the  graduated  federal  net 
income  tax,  and  thus  graduated,  in  effect, 
$140  million  a year. 

d.  A graduated  net  income  tax  similar  to  that 
of  the  State  of  New  York  and  at  similar 
rates,  that  is,  graduated  from  1.8  to  6.3 
percent,  with  exemptions  of  $1,000  for 
single  persons,  $2,500  for  married  couples 
and  $400  for  dependents,  $135  million  a 
a year. 

XIV.  The  Need  for  a Bureau  of  Tax  Research 
and  Statistics 

1.  The  Tax  Study  Committee  is  convinced  of 
the  need  for  a Bureau  of  Tax  Research  and  Sta- 
tistics in  the  Department  of  Revenue,  adequately 
staffed  with  trained  and  competent  economists, 
statisticians,  and  assistants.  Adequate  library  and 
research  facilities  should  be  available  for  the 
Bureau. 

2.  Such  a Bureau  would  assemble  and  analyze 
essential  tax  data  and  interpret  it  for  the  benefit 
of  the  Department  of  Revenue,  the  Governor,  the 
General  Assembly,  and  the  public. 

3.  It  would  be  invaluable  in  the  preparation  of 
an  annual  report  by  the  Department  of  Revenue, 
and  in  the  preparation  of  such  other  tax  reports 
as  might  be  issued. 
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CHAPTER  I 


THE  GENERAL  FUND  REQUIREMENTS 


SINCE  taxes  are  the  cost  of  government,  it 
will  be  necessary  to  appraise  the  expendi- 
ture outlook  of  the  Commonwealth  in  order 
to  determine  the  basic  requirements  of  a tax  sys- 
tem which  will  be  adequate  to  support  the  spend- 
ing program  in  the  manner  most  conducive  to  a 
healthy,  growing  state  economy,  most  equitable 
to  the  taxpayers,  and  most  convenient  for  tax 
administration  and  tax  compliance.  An  appraisal 
of  the  trends  in  state  expenditures  may  appropri- 
ately begin  with  the  budget  for  the  1953-1955 
biennium  which  Governor  Fine  has  proposed  to 
the  General  Assembly. 

Our  attention  will  be  centered  on  the  Gen- 
eral Fund,  which  is  employed  to  finance  public 
instruction,  public  assistance,  welfare,  health,  aid 
to  agriculture,  labor,  and  industry,  and  certain 
other  functions,  such  as  the  work  of  the  General 
Assembly  and  the  courts.  The  taxes  of  the  Com- 
monwealth generally  flow  into  the  General  Fund. 
The  most  important  exceptions  are  the  motor 
vehicle  and  motor  vehicle  fuel  taxes,  which  are 
paid  into  the  Motor  Ficense  Fund  to  finance 
highway  service,  and  the  unemployment  taxes  on 
the  payrolls  of  employers,  which  are  used  to 
finance  unemployment  insurance.  In  addition, 
there  are  certain  other  special  funds  which  are 
maintained  with  earmarked  revenues.  As  a means 
of  obtaining  an  overall  understanding  of  state 
expenditures,  after  noting  the  trends  in  General 
Fund  expenditures,  the  trends  in  expenditures 
for  other  services  and  in  the  total  state  expendi- 
tures will  be  observed. 


The  biennial  tax  predicaments  of  the  Com- 
monwealth may  be  attributed  to  two  factors. 
First,  there  has  been  the  tendency  to  look  upon 
the  upswing  in  expenditures  as  a temporary 
phenomenon  which  may  soon  abate.  Secondly, 
with  this  unwillingness  to  accept  the  long-run 
increase  in  expenditures  as  an  established  tend- 
ency, a patchwork  of  emergency  taxes  has  been 
devised  to  meet  what  has  been  regarded  as  a 
temporary  revenue  need.  The  result  is  that  the 
Commonwealth  has  failed  to  formulate  a system 
of  taxes  capable  of  providing  the  expanding 
revenues  required  to  support  an  expanding  pro- 
gram of  public  expenditures.  Now,  another  bien- 
nial tax  problem  is  developing. 

The  budget  submitted  by  Governor  Fine  to 
the  General  Assembly  for  1953-1955  calls  for 
General  Fund  appropriations  of  approximately 
$1,003.9  million.  If  existing  revenue  sources  and 
present  tax  rates  are  continued,  it  is  estimated 
that  they  will  yield  $836.9  million.  This  includes 
the  revenue  from  a number  of  “temporary”  taxes. 
An  estimated  unappropriated  surplus  in  the  1951- 
1953  biennium  is  assumed  to  make  available  $9.8 
million  for  the  1953-1955  biennium.  Additional 
revenues  of  $157.2  million  are  requested  by  the 
Governor  to  balance  the  budget.  The  contemplated 
appropriations  and  revenues  in  the  coming  bien- 
nium are  summarized  in  the  attached  tables, 
along  with  appropriations  and  revenues  in  the 
preceding  bienniums. 

Over  half  of  the  General  Fund  appropriations 
requested  by  the  Governor  for  1953-1955.  or 
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CHART  1 


THE  GENERAL  FUND  APPROPRIATION  DOLLAR 

1953-1955  BIENNIUM 


$ 1,003,899,000 


TABLE  1 

STATE  GENERAL  FUND  APPROPRIATIONS* 
Biennial  Periods  1945-1955 


(In  thousands) 


Actual 

Proposed 

1953-1955 

1945-1947 

1947-1949 

1949-1951 

1951-19531 

Executive  Departments — Total2  . . . . 

$409,830 

$555,139 

$712,403 

$792,327 

$888,395 

Public  Instruction  

172,597 

240,632 

297,726 

416,534 

506,535 

Public  Assistance 

111,620 

146,490 

196,100 

133,515 

111,415 

Welfare  

67,922 

94,584 

111,095 

132,656 

146,475 

State  Institutions  

55,673 

78,856 

91,870 

109,993 

122,250 

Other  

12,249 

15,728 

19,225 

22,663 

24,225 

Health  

13,789 

20,249 

23,815 

30,877 

33,664 

Labor  and  Industry  

4,738 

5,629 

7,448 

8,310 

8,186 

Agriculture  

4,466 

5,125 

6,270 

6,571 

7,172 

Military  Affairs2  

3,147 

5,134 

7,408 

6,958 

5,728 

Forests  and  Waters2 

3,172 

3,698 

4,050 

7,638 

7,299 

Property  and  Supplies2 

4,392 

5,412 

7,862 

8,541 

8,835 

Revenue  Department 

3,571 

4,517 

5,050 

6,388 

5,999 

Functions  Independent  of  the 

Governor3  

4,495 

5,318 

6,141 

6,017 

6,014 

Other  Departments,  Commissions, 
etc 

15.921 

18,351 

39.43S6 

28,322 

41,073s 

Legislative4  

2,524 

3,494 

4,064 

4,562 

4,232 

Judicial4  

5,483 

6,325 

6,617 

7,292 

7,692 

Construction  and  Land  Purchase  . . . 

54,835 

17,948 

17,702 

9,348 

6,100 

Retirement  of  State  Employes 

3,091 

3,911 

4,643 

6,916 

9,477 

Interest  and  Sinking  Fund 

55,614s 

11,991 

20.5067 

S2.8347 

88,0037 

Total  Appropriations 

$531,377 

$598,808 

$765,935 

$903,279 

$1,003,899 

Source : State  Budget  Bureau 


*Exclude  federal  aid  and  “specific  receipts  appropriated  for  special  purposes.”  Additional  and 
deficiency  appropriations  are  included  in  the  biennium  to  which  they  apply. 

1 Include  recommended  deficiency  appropriations  of  $12,517,593.79. 

2 Exclude  appropriations  for  construction  and  land  purchase. 

3 Lieutenant-Governor,  Auditor  General,  Treasury,  Department  of  Internal  Affairs. 

4 Includes  allocation  from  appropriation  to  Property  and  Supplies. 

5 Includes  State  Authority  bond  redemptions  of  $48,870,240. 

6 Includes  $15,000,000  for  housing  program. 

7 Includes  appropriation  for  General  State  Authority  rentals. 

8 Includes  cost  of  living  salary  increase. 


$506.5  million,  is  to  be  expended  for  public 
instruction.  This  is  an  increase  of  $90.0  million 
over  the  appropriations  enacted  for  1951-1953. 
The  other  large  increases  include  $13.8  million  for 
welfare  and  $15  million  for  cost  of  living  salary 
increases. 

Decreases  in  appropriations  are  proposed  for 
several  of  the  departments.  The  largest  of  these 
is  the  cut  of  $22.1  million  in  the  appropriation 
for  public  assistance.  It  assumes  that  favorable 
economic  conditions  and  consumer  prices  will 
prevail  during  the  coming  biennium. 


Of  the  $1,003.9  million  in  revenue,  exclusive 
of  federal  aid,  which  the  proposed  General  Fund 
budget  for  1953-1955  will  require,  it  is  estimated 
that  36.5  percent  will  be  derived  from  the  cor- 
porate net  income  and  capital  stock  and  franchise 
taxes.  The  estimated  revenue  of  $366.3  million 
from  these  taxes  assumes  that  the  accelerated 
payment  of  the  corporate  net  income  tax,  which 
is  to  start  in  1953,  will  be  continued.  The  cor- 
porate bonus  tax  is  to  yield  $4.4  million  and  the 
corporate  loans  tax  $3.3  million.  Including  the 
$7.7  million  from  these  taxes,  total  taxes  on  cor- 
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CHART  2 


THE  GENERAL  FUND  REVENUE  DOLLAR 
I 953- J 955  BIENNIUM 


ESTIMATED 
SURPLUS 
$ 9,827,000  00 


ESTIMATED 

REVENUE 

$ 836,870,000.00 * 


ADDITIONAL  REVENUE 
NEEDED 

S 157,  202,000  00 


TABLE  2 

STATE  GENERAL  FUND  REVENUES* 
Biennial  Periods  1945-1955 
(In  thousands) 


1945-1947 


Total  Taxes  $340,110 

Cigarettes  37,871 

Malt  Beverages  23,195 

Liquor  30,975 

Soft  Drinks  

Liquid  Fuels 1,208 

Corporate  Net  Income  93,600 

Capital  Stock — Franchise 62,920 

Public  Utility — Gross  Receipts  . . . 14,337 

Insurance  Companies — Gross 

Premiums  18,745 

Corporate  Bonus  and  Bank  Shares  10,502 

Corporate  Loans  4,541 

Inheritance  38,780 

Realty  Transfer  Tax 

Miscellaneous  3,436 

Liquor  Store  Profits $59,000 

Other  Revenues — Total  $33,447 

Licenses,  Fines,  Etc 10,885 

Institutional  Receipts  15,802 

Miscellaneous  6,760 

Total  Revenues  $432,557 


1947-1949  1949-1951  1951-19531  1953-19552 


$535,237 

$565,428 

$726,342 

$706,572 

78,476 

86,139 

88,500 

88,500 

48,721 

46,278 

46,000 

46,000 

37,764 

36,734 

40,678 

41,200 

26,930 

27,393 

152,994 

154,867 

287, 5003 

250.5003 

87,381 

104,100 

113,750 

115,750 

18,459 

20,829 

28,800 

29,500 

20,196 

21,449 

26,965 

27,645 

11,203 

14,455 

13,899 

13,899 

3,811 

3,268 

3,300 

3,300 

46,793 

46,598 

53,578 

58,595 

20,000 

29,000 

2,509 

3,318 

3,372 

2,683 

$77,000 

$80,000 

$87,600 

$82,000 

$35,230 

$41,782 

$47,491 

$48,298 

11,996 

13,196 

12,828 

14,497 

18,133 

20,311 

22,335 

25,577 

5,101 

8,275 

12,328 

8,224 

$647,467 

$687,210 

$861,433 

$836, 8704 

Source:  State  Budget  Bureau 

*Exclude  federal  aid,  specific  receipts  appropriated  for  special  purposes,  and  unappropriated  sur- 
pluses. 

1 Actual  for  1951-1952,  estimated  for  1952-1953. 

2 Estimated. 

3 Includes  $500,000  of  corporate  income  tax  under  Act  470  of  1951  (Loophole  Act). 

4 Does  not  include  an  estimated  unappropriated  surplus  of  $9,825,000  nor  $157,202,000  of  revenue 
needed  which  are  included  in  the  $1,003,899,000  of  proposed  1953-1955  revenues  in  Table  1. 


porations  will  amount  to  $374.0  million,  or  37.4 
percent  of  total  General  Fund  revenues.  Special 
business  taxes  on  banks,  insurance  companies, 
and  utilities  will  yield  $66.6  million,  or  7.6  percent 
of  the  General  Fund  revenues.  Altogether  the 
general  and  special  business  taxes  will  provide 
$440.6  million,  or  43.9  percent  of  the  total 
revenue. 

Alcoholic  beverages  are  to  furnish  the  large 
sum  of  $169.2  million,  or  16.9  percent  of  the 
General  Fund  revenues,  and  cigarette  taxes  $88.5 
million,  or  8.8  percent.  These  two  sources  of  con- 
sumer revenue  are  to  amount  to  $257.7  million, 
or  25.7  percent. 

Even  if  existing  revenue  sources  and  present 


tax  rates  are  maintained  through  1953-1955,  the 
Governor  estimates  that  $157.2  million  in  new 
taxes  will  be  needed  to  balance  the  budget,  after 
allowing  for  an  estimated  unappropriated  surplus 
of  $9,825,000  in  the  1951-1953  biennium. 

The  Growth  in  State  Appropriations 

The  budget  proposed  for  1953-1955  is  con- 
siderably larger  than  the  budget  for  1951-1953, 
exceeding  that  budget  by  $100.6  million.  Each 
successive  biennial  budget  has  substantially  sur- 
passed the  preceding  one  in  recent  years.  As  in 
previous  budgets,  the  Governor  has  screened  the 
requests  of  the  departments  and  has  proposed 
total  appropriations  considerably  smaller  in 
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TABLE  3 


THE  GENERAL  FUND  APPROPRIATION  PROCESS* 

(In  thousands) 


Biennial 

Periods 

Requests 

from 

Departments 

Governor’s 

Original 

Recom- 

mendation 

Appro- 
priations 
Voted  by 
Legislature 

Approved 

by 

Governor 

Deficiency 

and 

Additional 
Appro- 
priations 2 

Final 

Appro- 

priations 

1945-1947 

$ 391,533 

$415,004 

$454,757 

$443,187 

$33,505 

$476,692 

1947-1949 

602,313 

521,485 

575,870 

559,698 

21,162 

580.860 

1949-1951 

711,885 

678,219 

734,568 

731,694 

16,539 

748,233 

1951-1953 

888,339 

845,894 

888, 0771 

881,414 

12,5 183 

893,932 

1953-1955 

1,062,526 

997,800* 

? 

? 

p 

? 

Source : State  Budget  Bureau. 

* Excludes  appropriations  for  construction  and  land  purchase,  which  are  included  in  the  $1,003.9 
million  budget. 

1 Includes  $10,563,000  in  additional  recommendations  by  the  Governor  after  submission  of  the  budget, 
$8,000,000  of  which  was  for  cost-of-living  increase  in  salaries. 

2 Deficiency  appropriations  provide  funds  to  carry  to  completion  those  functions  for  which  funds 
appropriated  by  the  previous  session  of  the  Legislature  were  insufficient. 

Additional  appropriations  provide  funds  for  functions  not  contemplated  at  the  time  of  the  previous  ses- 
sion or  to  increase  the  funds  available  for  contemplated  functions.  Both  types  of  appropriations  are  added  to 
and  considered  as  part  of  the  appropriations  of  the  closing  biennium. 

3 Amount  of  $12,517,594  is  deficiency  appropriation  recommended  in  Budget  in  1953  and  is  subject 
to  action  by  the  General  Assembly. 


amount  than  those  requested  by  the  departments. 
If  the  General  Assembly  follows  the  usual  pat- 
tern, it  will  approve  total  appropriations  for 
1953-1955  larger  than  the  sum  asked  by  the 
Governor,  and  he,  if  the  past  procedure  is  fol- 
lowed, will  veto  some  of  the  items  voted  by  the 
General  Assembly.  But  unless  past  procedure  is 
reversed,  the  appropriations  finally  approved  by 
the  Governor  will  exceed  the  total  he  has  pro- 
posed by  a substantial  margin.  The  outcome  of 
the  appropriation  process  in  several  recent  bien- 
niums for  items  other  than  construction  and  land 
purchase  is  shown  in  Table  3. 

The  State  Government  Survey  Committee  has 
proposed  various  reductions  in  state  expenses 
through  the  achievement  of  greater  administra- 
tive efficiency.  Some  of  the  economies  suggested 
can  apparently  be  realized  only  over  a period  of 
years.  Because  of  the  continued  growth  in  the 
state  budget  and  tbe  increased  pressure  on  the 
taxpayers  for  additional  revenues,  it  is  hoped 
that  all  nonessential  expenditures  will  be  avoided. 


Through  greater  efficiency,  material  economies 
can  no  doubt  be  attained  and  those  dollars  which 
are  taken  from  the  taxpayers  can  be  utilized  to 
the  better  advantage  of  the  community. 

The  continuing  climb  of  state  expenditures  can 
be  halted,  however,  only  if  the  citizens  are  willing 
to  forego  some  of  the  public  services  they  now 
demand  or  to  have  the  financing  of  those  services 
transferred  to  the  federal  or  the  local  govern- 
ments. All  levels  of  government  have  been  experi- 
encing increasing  demands  for  costly  services. 
The  rapidly  growing  number  of  children  entering 
the  public  schools  is  presenting  a need  for  an 
enlarged  educational  program.  Public  health  and 
other  services  are  being  requested  on  a broader 
scale.  While  more  services  are  being  asked  of  gov- 
ernments, the  costs  of  those  services  are  being 
affected  by  the  rising  levels  of  prices  in  the 
period  of  postwar  inflation.  Incomes  have  also 
been  rising,  and  the  population  has  generally  been 
able  to  pay  the  higher  taxes  occasioned  by  more 
expensive  government. 
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TABLE  4 

TOTAL  EXPENDITURES  AND  REVENUES  OF  48  STATES 


Excluding  Veterans’  Bonus  Payments 
(In  millions) 


Fiscal 

Year 

Expenditures 

Revenues 

Excess  or 
Deficiency  ( — ) 
of  Revenue  over 
Expenditure 

Percent  of  Increase  or 
Decrease  ( — ) over  1940 
Expenditures  Revenues 

1940 

$ 3,592 

$ 3,732 

$ 140 

1941 

3,513 

3,844 

331 

—2.2% 

3.0% 

1942 

3,574 

4,158 

584 

—0.5 

11.4 

1943 

3,647 

4,201 

554 

1.5 

12.6 

1944 

3,495 

4,389 

894 

—2.7 

17.6 

1945 

3,705 

4,670 

965 

3.1 

25.1 

1946 

4,280 

5,315 

1.035 

19.2 

42.4 

1947 

5,626 

6,315 

689 

56.6 

69.2 

1948 

6,967 

7,387 

420 

94.0 

97.9 

1949 

8,165 

8,104 

—61 

127.3 

117.1 

1950 

9,191 

8,624 

—567 

155.9 

131.1 

1951 

10,020 

10,009 

—11 

179.0 

168.2 

TOTAL  EXPENDITURES  AND 

REVENUES  OF 

PENNSYLVANIA 

1940 

$ 323 

$ 295 

$—28 

1941 

254 

300 

46 

—21.4% 

1.7% 

1942 

299 

319 

20 

—7.4 

8.1 

1943 

245 

309 

64 

—24.1 

4.7 

1944 

229 

306 

77 

—29.1 

3.7 

1945 

242 

301 

59 

—25.1 

2.0 

1946 

256 

299 

43 

—20.7 

1.4 

1947 

349 

363 

14 

8.0 

23.1 

1948 

422 

432 

10 

30.7 

46.4 

1949 

512 

510 

2 

58.5 

72.9 

1950 

594 

497 

—97 

83.9 

68.5 

1951 

628 

575 

—53 

94.4 

94.9 

Source:  U.  S.  Bureau  of  the  Census,  “Compendium  of  State  Government  Finances”  for  each  year. 


Expenditures: 

For  1940,  exclude  employment  security  payments,  state  pension  payments,  and  intergovernmental 
aid  received ; 

For  1941  through  1950,  exclude  contributions  to  trust  funds,  provision  for  debt  retirement,  and  inter- 
governmental aid  received ; 

For  1951,  exclude  intergovernmental  aid  received  and  expenditures  for  toll  facilities. 

Revenues: 

For  1940,  exclude  unemployment  compensation  tax,  state  pension  assessments,  and  intergovernmen- 
tal revenues ; 

For  1941  through  1950,  exclude  unemployment  compensation  tax,  other  contributions  to  trust  funds, 
and  intergovernmental  revenues ; 

For  1951,  include  net  contributions  to  general  funds  of  alcoholic  beverage  monopoly  system,  exclude 
revenues  of  toll  facilities  and  intergovernmental  revenues. 


The  war  brought  in  its  wake  not  only  an  up- 
ward surge  in  population,  higher  prices,  and 
higher  incomes,  it  also  brought  veterans’  bonus 
distributions  in  Pennsylvania  and  some  of  the 
other  states,  shifts  in  population  and  industry 
from  one  area  to  another,  and  a renewal  of  public 


construction  of  highways,  buildings,  and  other 
projects.  In  this  service-seeking  age,  the  costs  of 
public  as  well  as  private  services  and  goods  have 
necessarily  risen.  Tax  increases  have  been  ines- 
capable in  the  financing  of  the  beneficial  services 
required  by  the  citizenry. 
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Table  5 

PENNSYLVANIA  STATE  EXPENDITURES  COMPARED 

WITH  PRICES 
Fiscal  Years  1940-1951 


Including  Veterans’  Bonus  Payments  in  Total  But  Not  in  General  Fund 


Expenditures  (In 

millions) 

Wholesale 

Prices 

Consumers’ 

Prices 

Year 

Total 

Change 
over  1940* 

General 

Fund 

Change 
over  1940* 

Change 
over  1940* 

Change 
over  1940* 

1940 

$323 

$244 

.... 

1941 

254 

—21.4% 

185 

—24.2% 

11.1% 

5.6% 

1942 

299 

—7.4 

196 

—19.7 

25.7 

16.4 

1943 

245 

—24.1 

176 

—27.9 

31.2 

23.5 

1944 

229 

—29.1 

180 

—26.2 

32.3 

25.4 

1945 

242 

—25.1 

186 

—23.8 

34.6 

28.3 

1946 

256 

—20.7 

242 

—0.8 

54.1 

39.2 

1947 

349 

8.0 

251 

2.9 

93.5 

59.3 

1948 

422 

30.7 

294 

20.5 

110.1 

71.6 

1949 

512 

58.5 

342 

40.2 

97.2 

69.9 

1950 

781 

141.8 

400 

63.9 

105.5 

71.6 

1951 

850 

163.2 

385 

57.8 

129.5 

85.2 

Sources:  Total  Expenditure  data  from  U.  S.  Bureau  of  The  Census,  “Compendium  of  State  Govern- 
ment Finances”  for  each  year.  General  Fund  Expenditure  data  from  State  Budget  Bureau.  Wholesale 
Price  changes  are  based  on  the  wholesale  price  index  of  the  U.  S.  Department  of  Labor.  1947-1949= 
100%.  It  is  an  index  of  national  prices.  Consumers’  Price  changes  are  based  on  the  consumers’  price 
index  of  the  U.  S.  Department  of  Labor.  1935-1939=100%.  It  is  an  index  of  national  prices.  Popula- 
tion data  are  from  the  U.  S.  Bureau  of  the  Census.  They  are  estimates  for  years  when  the  population 
is  not  enumerated. 

Note:  Census  data  have  been  reclassified.  General  Fund  expenditures  are  exclusive  of  federal  aid. 

* “Change  over  1940”  indicates  Percent  Increase  or  decrease  ( — ) over  1940. 


These  observations  concerning  the  upward 
trend  of  state,  local,  and  federal  government  ex- 
penditures have  been  presented  here  in  order  to 
provide  perspective  in  appraising  the  Pennsylva- 
nia tax  situation,  and  not  as  an  attack  upon  or  a 
defense  of  any  particular  expenditure.  The  plain 
fact  is  that  the  costs  of  government  are  rising 
and  taxes  must  also  rise  until  the  upward  trend 
in  expenditures  levels  off. 

An  examination  of  the  data  in  Table  4 will 
reveal  that  the  higher  cost  of  state  government 
is  not  peculiar  to  Pennsylvania.  While  total  state 
expenditures  in  the  United  States,  excluding 
money  furnished  by  federal  aid  and  the  money 
expended  for  veterans’  bonus  payments,  increased 
179.0  percent  in  the  period  1940-1951,  total  state 
expenditures  in  Pennsylvania,  including  all  oper- 
ating funds,  but  excluding  federal  aid  and  vet- 
erans’ bonus  payments,  rose  94.4  percent.  The  vet- 
erans’ bonus  payments  sent  Pennsylvania  state 


expenditures  up  to  $781  million  in  1950  and  $850 
million  in  1951,  as  shown  in  Table  5. 

Pennsylvania  revenues  lagged  behind  total  ex- 
penditures after  1948.  The  excess  of  expenditures 
over  revenues  amounted  to  $97  million  in  1950 
and  $53  million  in  1951,  according  to  the  U.  S. 
Bureau  of  Census  data  shown  in  Table  4.  These 
figures  exclude  bonus  payments.  The  excess  of 
expenditures  over  revenues  was  due  mostly  to 
expenditures  of  recently-formed  State  authorities 
and  to  expenditures  of  prior  construction  appro- 
priations. The  debt  of  the  Commonwealth,  in- 
cluding the  full  faith  and  credit  debt  and  the 
other  debt,  was  rapidly  rising  and  establishing 
claims  against  future  taxes. 

Total  state  expenditures  in  Pennsylvania,  in- 
cluding the  veterans’  bonus,  increased  163.2  per- 
cent from  1940  to  1951,  or  at  a faster  rate  than 
wholesale  and  consumer  prices,  as  shown  in 
Table  5.  General  Fund  expenditures,  which  do 
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TABLE  6 

PER  CAPITA  PENNSYLVANIA  STATE  EXPENDITURES 

Fiscal  Years  1940-1951 

Including  Veterans’  Bonus  Payments  in  Total  But  Not  in  General  Fund 


Expenditures  Per  Capita Population 


Year 

Total 

Change 
over  1940* 1 

General 

Fund 

Change 
over  19401 

Size  in 
Thousands 

Change 
over  19401 

1940 

$32.50 

$24.55 

9,937 

1941 

25.67 

—21.2% 

18.70 

—23.8% 

9,894* 

—.4% 

1942 

30.73 

—5.5 

20.15 

—17.9 

9,729* 

—2.1 

1943 

26.06 

—19.7 

18.72 

—23.7 

9,403* 

—5.4 

1944 

24.82 

—23.4 

19.51 

—20.5 

9,225* 

—7.7 

1945 

26.75 

—17.8 

20.56 

—16.3 

9,048* 

—9.8 

1946 

26.20 

—19.4 

24.77 

0.9 

9,771 

—1.7 

1947 

34.51 

6.2 

24.82 

1.1 

10,114 

1.8 

1948 

41.30 

27.1 

28.78 

17.2 

10,217 

2.8 

1949 

49.18 

51.4 

32.85 

33.8 

10,410 

4.8 

1950 

74.40 

128.9 

38.14 

55.4 

10,498 

5.6 

1951 

80.50 

147.7 

36.46 

48.5 

10,559 

6.3 

Sources:  See  Table  5. 


* Downward  trend  in  population  from  1940  through  1945  due  to  movement  of  military  personnel. 
U.  S.  Bureau  of  Census  estimates  include  military  personnel  located  within  the  United  States,  but  ex- 
clude those  overseas. 

1 “Change  over  1940”  indicates  Percent  Increase  or  Decrease  ( — ) over  1940. 

Note:  Census  data  have  been  reclassified.  General  Fund  expenditures  are  exclusive  of  federal  aid. 


not  include  the  bonus  distribution,  rose  57.8  per- 
cent, or  less  than  wholesale  and  consumer  prices. 

In  per  capita  terms,  Table  6 shows  that  total 
expenditures,  including  the  veterans’  bonus,  in- 
creased from  $32.50  per  capita  in  1940  to  $80.50 
in  1951,  an  increase  of  147.7  percent.  The  in- 
crease exceeded  that  of  both  wholesale  and  con- 
sumer prices.  General  Fund  expenditures,  on  a 
per  capita  basis,  rose  48.5  percent,  or  at  a slower 
rate  than  wholesale  and  consumer  prices. 

Expenditures  in  Pennsylvania  and  Other 
Comparable  States 

In  order  to  obtain  a better  understanding  of 
the  cost  of  state  government  in  Pennsylvania 
and  our  tax  problem,  it  will  be  helpful  to  com- 
pare the  expenditures  and  revenues  of  Pennsyl- 
vania with  those  of  other  leading  states  with 
somewhat  similar  financial  and  economic  prob- 
lems. An  analysis  has  therefore  been  made  of  the 
finances  of  15  generally  comparable  states,  in- 
cluding Pennsylvania,  to  which  references  will 
be  made  at  various  points  in  this  study.  One  inter- 
esting comparison  is  that  noting  the  increase  in 
the  total  expenditures  in  these  states,  excluding 


veterans’  bonus  payments,  over  the  period  1940- 
1951,  as  summarized  in  Table  7. 

A comparison  may  also  be  made  of  the  expendi- 
tures in  Pennsylvania  and  the  other  leading  states 
in  the  fiscal  year  1951,  as  summarized  in  Table  8 
and  Table  9.  In  that  year  Pennsylvania,  which 
ranked  third  among  the  states  in  population  and 
total  income  payments,  also  ranked  third  in  total 
state  government  expenditures,  whether  the 
veterans’  bonus  payments  are  included  or  ex- 
cluded in  the  expenditures  of  the  various  states. 
On  a per  capita  basis,  Pennsylvania  ranked  fourth 
when  the  veterans’  bonus  payments  are  included 
and  tenth  when  they  are  excluded.  With  respect 
to  the  ratio  of  expenditures  to  income  payments, 
Pennsylvania  ranked  fourth  when  veterans’  bonus 
payments  were  included  and  ninth  when  they  are 
excluded.  The  states  voting  bonuses  gave  them 
to  veterans  over  a period  of  years,  with  the  result 
that  a bonus  “bulge”  in  expenditures  might  occur 
one  year  in  one  state  and  another  year  in  another. 

Considering  the  state  government  expenditures 
by  function,  as  classified  by  the  U.  S.  Bureau  of 
the  Census,  Pennsylvania  ranked  fourth  among 
the  states  in  1951  in  the  total  money  spent  for 
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CHART  3 
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PER  CAPITA  STATE  EXPENDITURES  , FISCAL  YEARS  /940&/95/ 


EXCLUDING  VETERANS'  BONUS  PAYMENTS 


Table  7 

TOTAL  STATE  EXPENDITURES 
Excluding  Veterans’  Bonus  Payments 
Fiscal  Years  1940  and  1951 


(In  thousands) 


State 

1940 

1951 

Increase  1951 

Amount 

over  1940 

Percent 

California 

$288,791 

$1,002,703 

$713,912 

247.2% 

Connecticut  

55,165 

142,534 

87,369 

158.4 

Illinois  

195,130 

461,783 

266,653 

136.7 

Indiana 

91,733 

224,289 

132,556 

144.5 

Maryland  

44,503 

188,548 

144,045 

323.7 

Massachusetts  

112,974 

346,306 

233,332 

206.5 

Michigan  

164,415 

530,811 

366,396 

222.8 

New  Jersey 

103,702 

160,120 

56,418 

54.4 

New  York 

439,092 

1,002,404 

563,312 

128.3 

North  Carolina 

77,272 

350,559 

273.287 

353.7 

Ohio  

213.745 

450,710 

236,965 

110.9 

Pennsylvania  

323,019 

627,833 

304,814 

94.4 

Virginia  

60,615 

195,425 

134,810 

222.4 

West  Virginia 

47,740 

132,696 

S4.956 

177.9 

Wisconsin  

93,914 

PER  CAPITA  STATE 

239,057 

EXPENDITURES 

145,143 

154.5 

California  

$41.81 

$90.96 

$49.15 

177.6% 

Connecticut  

32.28 

69.94 

37.66 

116.7 

Illinois  

24.71 

52.36 

27.65 

111.9 

Indiana  

26.76 

55.57 

28.81 

107.7 

Maryland  

24.44 

77.24 

52.80 

216.0 

Massachusetts  

26.17 

73.18 

47.01 

179.6 

Michigan  

31.28 

81.10 

49.82 

159.3 

New  Jersey  

25.93 

32.19 

6.26 

24.1 

New  York 

32.58 

66.71 

34.13 

104.8 

North  Carolina 

21.63 

84.78 

63.15 

291.9 

Ohio  

30.94 

55.90 

24.96 

80.7 

Pennsylvania  

32.51 

59.46 

26.95 

82.9 

Virginia  

18.26 

57.73 

39.47 

216.2 

West  Virginia 

23.80 

66.51 

42.71 

179.5 

Wisconsin  

35.07 

68.79 

33.72 

96.2 

Source:  U.  S.  Bureau  of  the  Census,  “Compendium  of  State  Government  Finances,  1951“  and 
“Financial  Statistics  of  the  States,  1940.”  Census  data  have  been  reclassified. 


Note:  Figures  exclude  intergovernmental  aid  received,  liquor  store  expenditures,  insurance  trust  ex- 
penditures, and  expenditures  for  toll  facilities.  Included  are  expenditures  for  General  Control,  Public 
Safety,  Highways  (except  toll),  Natural  Resources,  Hospitals  and  Health,  Public  Welfare,  Education, 
Correction,  Interest,  and  certain  miscellaneous  items. 
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Table  8 

TOTAL  STATE  EXPENDITURES 
Fiscal  Year  1951 


Including  Veterans’  Bonus  Payments 


Total  Expenditure 
(In  thousands) 

Per  Capita  Expenditures 

% of  Total  Income  Payments 
to  Individuals  in  State 

Rank 

State 

Amount 

Rank 

State 

Amount 

Rank 

State 

Percent 

1st 

New  York 

$1,007,719 

1st 

California 

$90.96 

1st 

North  Carolina 

8.06% 

2nd 

California 

1,002,703 

2nd 

North  Carolina 

84.78 

2nd 

West  Virginia 

5.66 

3rd 

Pennsylvania 

849,647 

3rd 

Michigan 

81.22 

3rd 

Maryland 

4.87 

4th 

Michigan 

531,599 

4th 

Pennsylvania 

80.47 

4th 

Pennsylvania 

4.84 

5 th 

Illinois 

465,029 

5th 

Maryland 

77.24 

5 th 

Virginia 

4.77 

6th 

Ohio 

451,707 

6th 

Massachusetts 

73.24 

6th 

California 

4.71 

7th 

North  Carolina 

350,559 

7th 

Connecticut 

70.00 

7th 

Michigan 

4.68 

8th 

Massachusetts 

346,553 

8th 

Wisconsin 

68.79 

8th 

Wisconsin 

4.26 

9th 

Wisconsin 

239,057 

9th 

New  York 

67.07 

9th 

Massachusetts 

4.21 

10th 

Indiana 

224,289 

10th 

West  Virginia 

66.51 

10th 

Connecticut 

3.50 

11th 

Virginia 

195,425 

11th 

Virginia 

57.73 

11th 

Indiana 

3.37 

12  th 

Maryland 

188,548 

12th 

Ohio 

56.02 

12th 

New  York 

3.30 

13  th 

New  Jersey 

160,120 

13th 

Indiana 

55.57 

13  th 

Ohio 

3.11 

14  th 

Connecticut 

142.658 

14th 

Illinois 

52.72 

14th 

Illinois 

2.74 

3 5 th 

West  Virginia 

132,696 

15  th 

New  Jersey 

32.19 

15th 

New  Jersey 

1.82 

Source:  U.  S.  Bureau  of  the 

Note:  See  note  on  Table  7. 

Census, 

“Compendium  of  State  Government  Finances,  1951.” 

Table  9 

TOTAL  STATE  EXPENDITURES 

Fiscal  Year  1951 

Excluding  Veterans’  Bonus  Payments 

Total  Expenditure 
(In  thousands) 

Per  Capita  Expenditures 

% of  Total  Income  Payments 
to  Individuals  in  State 

Rank 

State 

Amount 

Rank 

State  Amount 

Rank 

State 

Percent 

1st 

California 

$1,002,703 

1st 

California 

$90.96 

1st 

North  Carolina 

8.06% 

2nd 

New  York 

1,002,404 

2nd 

North  Carolina 

84.78 

2nd 

West  Virginia 

5.66 

3rd 

Pennsylvania 

627,833 

3rd 

Michigan 

81.10 

3rd 

Maryland 

4.87 

4th 

Michigan 

530,811 

4th 

Maryland 

77.24 

4th 

Virginia 

4.77 

5th 

Illinois 

461.783 

5 th 

Massachusetts 

73.18 

5th 

California 

4.71 

6th 

Ohio 

450,710 

6th 

Connecticut 

69.94 

6th 

Michigan 

4.68 

7th 

North  Carolina 

350,559 

7th 

Wisconsin 

68.79 

7th 

Wisconsin 

4.26 

8th 

Massachusetts 

346,306 

8th 

New  York 

66.71 

8th 

Massachusetts 

4.21 

9th 

Wisconsin 

239,057 

9th 

West  Virginia 

66.51 

9th 

Pennsylvania 

3.58 

10th 

Indiana 

224,289 

10th 

Pennsylvania 

59.46 

10th 

Connecticut 

3.50 

11th 

Virginia 

195,425 

11th 

Virginia 

57.73 

11th 

Indiana 

3.37 

12th 

Maryland 

188,548 

12th 

Ohio 

55.90 

12th 

New  York 

3.28 

13th 

New  Jersey 

160,120 

13th 

Indiana 

55.57 

13th 

Ohio 

3.11 

14th 

Connecticut 

142,534 

14th 

Illinois 

52.36 

14th 

Illinois 

2.72 

15  th 

West  Virginia 

132,696 

15th 

New  Jersey 

32.19 

15th 

New  Jersey 

1.82 

Source:  U.  S.  Bureau  of  the  Census,  “Compendium  of  State  Government  Finances,  1951.” 


Note:  See  note  on  Table  7. 
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Table  10 

STATE  EXPENDITURES  FOR  EDUCATION 
Fiscal  Year  1951 


Total  Expenditures  (In  thousands) 


Rank 

State 

Amount 

1st 

California  

$346,513 

2nd 

New  York  

290,778 

3rd 

Michigan  

227,104 

4th 

Pennsylvania  

158,775 

5th 

North  Carolina  

158,116 

6th 

Ohio  

141,553 

7th 

Illinois 

131.556 

8th 

Indiana  

99,016 

9th 

Virginia  

72,815 

10th 

West  Virginia  

57,384 

11th 

Wisconsin  

57,313 

12  th 

Maryland  

48.416 

13th 

New  Jersey  

42,729 

14  th 

Massachusetts  

36,283 

15th 

Connecticut  

32.098 

Percent  of  Total  Income  Payments  to 
Individuals  in  State 


Rank 

State 

Amount 

1st 

North  Carolina  

3.64% 

2nd 

West  Virginia  

2.45 

3rd 

Michigan  

2.00 

4th 

Virginia  

1.78 

5th 

California  

1.63 

6th 

Indiana  

1.49 

7th 

Maryland  

1.25 

8th 

Wisconsin  

1.02 

9th 

Ohio  

98 

10th 

New  York  

95 

11th 

Pennsylvania  ■ 

91 

12th 

Connecticut  

79 

13th 

Illinois  

77 

14th 

New  Tersey  

49 

15th 

Massachusetts  

44 

Per  Capita  Expenditures 


Rank  State  Amount 


1st  North  Carolina $38.24 

2nd  Michigan  34.70 

3rd  California  31.43 

4th  West  Virginia  28.76 

5th  Indiana  24.53 

6th  Virginia 21.51 

7th  Maryland  19.83 

8th  New  York  19.35 

9th  Ohio  17.56 

10th  Wisconsin  16.49 

11th  Connecticut  15.75 

12th  Pennsylvania  15.04 

13th  Illinois  14.92 

14th  New  Jersey  8.59 

15  th  Massachusetts  7.67 


Percent  of  Total  State  Expenditures *  * 
Rank  State  Amount 


1st  North  Carolina 45.10% 

2nd  Indiana  44.15 

3rd  West  Virginia  43.24 

4th  Michigan  42.78 

5th  Virginia  37.26 

6th  California  34.56 

7th  Ohio  31.41 

8th  New  York  29.01 

9th  Illinois  28.49 

10th  New  Jersey  26.69 

11th  Maryland  25.68 

12th  Pennsylvania  25.29 

13th  Wisconsin  23.97 

14th  Connecticut  22.52 

15th  Massachusetts  10.48 


Source : Adapted  from  U.  S.  Bureau  of  The  Census,  “Compendium  of  State  Government  Finances, 
1951.’’  The  data  have  been  reclassified. 

*Total  State  Expenditures  exclude  Veterans’  Bonus  Payments.  Also  see  note  on  Table  7. 


13 


£ 

o 

H 
U 
£ 

E 

>< 

PQ  in 


in 


2 « 
•— i W Vi  o 

« d g 3 

u H c 

“ ^ rt  £ 

n ^ »-h 

*— 1 C/3  w 

^ E 

W 

d 

X 

W 

w 

H 

< 

H 

in 


uopBonpg 


UOrpaiJCQ 


duln 


9JBJPM 

CM 

00 

00 

GO 

CO 

m 

VO 

tN. 

VO 

CO 

ON 

VO 

OO 

VO 

^H 

o 

t— H 

cb 

t— — i 

id 

CO 

r< 

t— H 

CO 

^t- 

vri 

cd 

r-H 

Dijqnj 

m 

CM 

00 

^■H 

Tf 

r_l 

CO 

VO 

00 

1— H 

,"H 

CO- 

qun^j 

CO 

00 

CM 

o 

VO 

VO 

co 

t— H 

t-H 

rx 

CM 

On 

VO 

q;iB3H  PUB 

SJBJldsOJJ 


>1^ 


ssDjnosapf 


sTeMqSijq 

^PPS 

oxjqnj 

quB-g 


joj^ucq 

JBJ3U3Q 


rti^NOOMTj-fOfONiOVO  <fO\Ort 


VO 

t-H 

VO 

o 

CO 

t-H 

Cm 

00 

t-H 

VO 

CO 

00 

CO 

vb 

CM 

T-H 

od 

vb 

C 

CM 

o 

od 

t-H 

cd 

CM 

G 

CO 

CO 

ON 

co 

CM 

M" 

On 

VO 

lO 

IM 

vo 

LO 

co 

t-H 

CM 

CM 

t-H 

t-H 

rH 

'tfONO\NiT)OOMfO\0'J-0>0' 


tN.tN.'^T-HoqTtuooAcqTtoq^j-ri-cviaN 
dcdininu-joddinvdM-odcMincMid 
CO  »— i i — i CM  . — i 

m- 


CCli-OfO^CNr-iM^iOtOiC3MO\ 


(NO^iO^fVOOOtN.^roONOO  CO  00  CO  CM 

NO>nd'cio\Kvdo\6d  co id  oo  Tt1 
tMCOlOCMCMM-lOi— ilOCMrj-OlCM  T-H 
CO*  *— ■ t 


iM-M-Oco*— iinCMCMOOtMcoONinvo 


K.poocq^qcoi-<\q^ONvq  on  M-.  on 
dH-TTrSM-dcdinM-iMod  oi  tS  cd  cm" 

lO  T— ( 1-H  CO  CM  t-H 


rHlOVOOCNOONtOCOrJ-lONr-ITj-tM 


oqcootN.^.  tN-rrONcoTt-ONiniMOCM 
cdvdtdcd^didcdidoo^rd  id  cd  oo  cm 

OOCMCNlOVOfMOOM-coCMCM  lO  m co  m 

t-H  t-H  t— H t-H  t-H 

co- 


1— i 00  M"  <— iCOO\i^\Oco(MONKit'0 


vO’-H  C^co^THUTtvONOi  M"  M"  VO  ' 
ld^odcdcMM-'diddcdcdcM^t-t, 

co* 


MONi-MOiooOKTHTj-vO  CO  —h  uo  CO 


cviOpco^iocMCMOor^oq^^piq 
cm  cd  “5  iS  G tt  d d id  id  cd  d td  id  vd 

M“  t — 1 t — I 1 — I t-H  M“  t-H  CM 

m- 


• ; 

e/3 

■+H 

-*-» 

cu 

2 .§ 

CD 

r-> 

C cj 

£ e 
• *~| 

a3  O 

uu 


.5  03 

= c 


cO 

C 


To o 

i- 

ici  j_  aj 

.sp^  ^ 

-C  > > tj  o 

■ O TO  CJOJOJI!  <y  *tn 


rt  ^ 

TO  id 
V-  1/3 

rt  co 


2 1 

2 

c l 

;s 

CO  • 

‘So 

> 

T*  CO 

^N  * IT 

U!  C 

Vh 

> 

<u  .3 


14 


Source:  U.  S.  Bureau  of  The  Census,  “Compendium  of  State  Government  Finances,  1951.’’  The  data  have  been  reclassified. 
Note:  See  note  on  Table  7, 


public  education  but  twelfth  on  a per  capita  basis 
(Table  10).  Pennsylvania  ranked  eleventh  with 
respect  to  the  ratio  of  expenditures  for  public 
education  to  total  income  payments  and  twelfth 
in  the  ratio  of  such  expenditures  to  total  ex- 
penditures. In  Table  11,  state  expenditures  are 
shown  for  the  major  functions  in  the  fiscal  year 
1951. 

Pennsylvania  ranked  third  among  the  states  in 
1951  in  total  state  government  expenditures  for 
public  welfare  and  assistance  and  sixth  in  per 
capita  expenditures,  percent  of  total  state  expendi- 
tures, and  percent  of  income  payments  for  public 
welfare  and  assistance.  The  expenditures  of  the 
various  state  governments  on  the  major  public 
functions  in  1951  are  summarized  and  compared 
in  Appendix  I. 

U.  S.  Bureau  of  the  Census  data  for  1952  are 
now  available  for  Pennsylvania  and  other  states 
in  the  group  of  15  whose  finances  are  being  com- 


pared. The  data  reveal  the  continuing  upward 
trend  generally  experienced  in  the  costs  of  state 
government.  Excluding  veterans’  bonus  payments, 
Pennsylvania  state  expenditures,  increased  1.3 
percent  from  1951  to  1952,  as  shown  in  Table 
12-A.  In  this  group  of  states  only  Illinois  had  a 
decrease.  New  York  expenditures,  meanwhile, 
rose  4.4  percent  and  those  of  01fio  11.7  percent. 
Per  capita  state  expenditures  of  Pennsylvania 
were  $60.25  in  1952,  and  12th  in  rank  as  com- 
pared with  a maximum  expenditure  of  $104.86  in 
California  and  a minimum  of  $38-12  in  New 
Jersey. 

When  veterans’  bonus  payments  are  included, 
the  costs  of  state  government  generally  increased 
in  1952  as  compared  with  1951  among  the  group 
of  states.  West  Virginia  had  an  increase  of  43.1 
percent,  Indiana  18.7  percent,  and  New  Jersey 
18.6  percent.  Pennsylvania  state  expenditures  de- 
clined 23.3  percent,  however,  and  those  of  Illinois 
6.1  percent.  Per  capita  expenditures  in  Pennsyl- 


Table  12-A 


TOTAL  STATE  EXPENDITURES 
Fiscal  Years  1951  and  1952 


Excluding  Veterans’  Bonus  Payments 


Total  Expenditures 

Amount  (In  thousands)  ^crease  °r  Decrease  (-) 

1952  over  1951 

Per  Capita 
Expenditures* 

Amount 

1951  1952  (In  thousands)  Percent 

1951  1952 

California 

$1,002,703 

$1,155,948 

Connecticut 

142,534 

142,795 

Illinois 

461,783 

434,642 

Indiana 

224,289 

240,751 

Maryland 

188,548 

203,141 

Massachusetts 

346,306 

363,447 

Michigan 

530,811 

602,098 

New  Jersey 

160,120 

189,590 

New  York 

1,002,404 

1,046,023 

North  Carolina 

350,559 

365,636 

Ohio 

450,710 

503,266 

Pennsylvania 

627,833 

636,154 

Virginia 

195,425 

220,049 

West  Virginia 

132,696 

137,110 

Wisconsin 

239,057 

272,651 

$153,245 

15.3% 

$ 90.96 

$104.86 

261 

0.2 

69.94 

70.07 

—27,141 

—5.9 

52.36 

49.28 

16,462 

7.3 

55.57 

59.65 

14,593 

7.7 

77.24 

83.22 

17,141 

4.9 

73.18 

76.81 

71,287 

13.4 

81.10 

91.99 

29,470 

18.4 

32.19 

38.12 

43,619 

4.4 

66.71 

69.61 

15,077 

4.3 

84.78 

88.42 

52,556 

11.7 

55.90 

62.42 

8,321 

13 

59.46 

60.25 

24,624 

12.6 

57.73 

65.01 

4,414 

3.3 

66.51 

68.73 

33,594 

14.1 

68.79 

78.46 

Source:  U.  S.  Bureau  of  the  Census.  For  1951,  “Compendium  of  State  Government  Finances;”  for 
1952,  “Revenue  and  Expenditure  in  Selected  States.”  Data  have  been  reclassified. 

Note:  Figures  exclude  intergovernmental  aid  received,  liquor  store  expenditures,  insurance  trust  ex- 
penditures, and  expenditures  for  toll  facilities. 

* Using  population  data  for  July  1,  1951. 
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Table  12-B 

TOTAL  STATE  EXPENDITURES 
Fiscal  Years  1951  and  1952 


Including  Veterans’  Bonus  Payments 


State 

Total  Expenditures 

Increase  or  Decrease  ( — ) 
Amount  (in  thousands)  1952  over  1951 

Per  Capita 
Expenditures* 

1951 

Amount 

1952  (In  thousands) 

Percent 

1951 

1952 

California  

. ..  $1,002,703 

$1,161,884 

$159,181 

15.9% 

$90.96 

$105.40 

Connecticut  

142,658 

142,868 

210 

0.1 

70.00 

70.10 

Illinois  

465,029 

436,633 

—28,396 

—6.1 

52.72 

49.50 

Indiana  

224,289 

266,250 

41,961 

18.7 

55.57 

65.96 

Maryland  

188,548 

203,205 

14.657 

7.8 

77.24 

83.25 

Massachusetts  

346,553 

364,005 

17,452 

5.0 

73.24 

76.92 

Michigan  

531,599 

603,367 

71,768 

13.5 

81.22 

92.19 

New  Jersey  

160.120 

189,904 

29,784 

18.6 

32.19 

38.18 

New  York  

1,007,719 

1,048,506 

40,787 

4.0 

67.07 

69.78 

North  Carolina  . . . . 

350.559 

365,937 

15,378 

4.4 

84.78 

88.50 

Ohio  

451,707 

503,465 

51.758 

11.5 

56.02 

62.44 

Pennsylvania  

849,647 

651,638 

—198,009 

—23.3 

80.47 

61.71 

Virginia  

195,425 

220,272 

24,847 

12.7 

57.73 

65.07 

West  Virginia  

132,696 

189,867 

57.171 

43.1 

66.51 

95.17 

Wisconsin  

239,057 

272,783 

33.726 

14.1 

68.79 

78.50 

* For  source  and  footnotes  see  Table  12-A. 


vania  were  $61.71  in  1952,  as  compared  with  the 
maximum  of  $105.40  in  California  and  the  mini- 
mum of  $38.18  in  New  Jersey.  Pennsylvania 
ranked  4 2th- among  the  states  in  per  capita  state 
expenditures.  J2> 

The  Cost  of  Public  Instruction 

Over  half  of  the  state  General  Fund  expendi- 
ture dollar  in  Pennsylvania,  as  proposed  in  the 
1953-1955  budget,  is  to  be  devoted  to  paying  for 
numerous  educational  services  in  the  public 
schools  and  other  institutions.  Annual  state  pub- 
lic school  expenditures,  in  terms  of  current  ex- 
pense less  tuition,  increased  from  $35.7  million  in 
1940  to  $125.3  million  in  1951,  as  indicated  in 
Table  13.  Local  government  expenditures  for  the 
public  schools  rose  at  a slower  rate  in  this  period 
from  $116.3  million  to  $180.0  million.  Federal  aid 
was  also  increasing.  It  is  noteworthy  that  while 
the  state  share  of  the  public  school  costs  mounted 
from  23.3  percent  in  1940  to  40.6  percent  in 
1951,  and  the  federal  share  from  0.7  percent  to 
1.1  percent,  the  local  government  share  declined 


from  76.0  percent  to  58.3  percent.  A continua- 
tion of  this  trend  will  have  the  State,  before  long, 
paying  the  greater  part  of  the  costs  of  public 
school  instruction. 

The  rise  in  public  school  costs  cannot  be  ex- 
plained simply  in  terms  of  pressures  from  the 
educational  groups.  The  increase  in  population 
since  the  war  has  been  especially  pronounced  in 
the  school  age  group.  The  larger  school  popula- 
tion has  created  demands  for  more  teachers  and 
more  adequate  buildings  and  other  facilities.  Liv- 
ing costs  have  soared  for  the  public  school 
teachers  as  well  as  for  the  nation  generally,  and 
salary  increases  have  been  necessary.  More  aid 
has  been  sought  for  distressed  school  districts  and 
to  expand  and  improve  particular  educational 
programs.  The  local  school  districts  have  en- 
deavored to  place  more  financial  responsibility 
on  the  State.  For  a number  of  reasons,  the  costs 
of  public  instruction  have  been  rising  and  will 
continue  to  rise. 

Legislation  enacted  by  previous  sessions  of  the 
General  Assembly  will  cause  total  biennial  state 
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Table  13 


AMOUNT  OF  LOCAL,  STATE,  AND  FEDERAL  SUPPORT  OF  PUBLIC  SCHOOLS  IN 

PENNSYLVANIA 


In  Terms  of  Current  Expense  Less  Tuition 


School 

Year  Ending 

Local,  State,  and  Federal  Support  to 

Finance  Current  Expense 

Total 

Current 

Expense 

Local 

% 

State 

% 

Federal 

% 

Less  Tuition 

1940 

$116,330,543 

76.0 

$ 35,699,680 

23.3 

$1,069,089 

0.7 

$153,099,312 

1941 

122,294,988 

80.0 

29,561,775 

19.3 

1,082,978 

0.7 

152,939,741 

1942 

112,328,201 

70.7 

45,431,698 

28.6 

1,112,449 

0.7 

158,872,348 

1943 

118,703,222 

73.1 

42,634,462 

26.2 

1,139,050 

0.7 

162,476,734 

1944 

117,174,915 

67.1 

56,350,560 

32.3 

1,112,536 

0.6 

174,638,011 

1945 

122,569,540 

68.1 

56,425,866 

31.3 

1,039,618 

0.6 

180,035,024 

1946 

126,079,903 

67.1 

60,738,456 

32.3 

1,039,618 

0.6 

187,857,977 

1947 

131,757,905 

62.4 

76,827,293 

36.5 

2,311,687 

1.1 

210,896,885 

1948 

145,041,876 

60.5 

92,002,479 

38.4 

2,599,810 

1.1 

239,644,165 

1949 

171,165,560 

64.0 

93,321,634 

34.9 

3,048,179 

1.1 

267,535,373 

1950 

171,315,954 

60.7 

106,874,622 

37.9 

3,830,045 

1.4 

282,020,621 

1951 

180,033,037 

58.3 

125,311,570 

40.6 

3,343,316 

1.1 

308,687,923 

Source:  Statistical  Report  of  the  Superintendent  of  Public  Instruction  for  the  school  year  ending  July 
2,  1950.  Data  for  1951  from  the  Department  of  Public  Instruction. 


expenditures  for  the  public  schools  to  increase  to 
approximately  $700  million  by  1959-1961.  Al- 
ready demands  are  being  voiced  for  additional 
salary  increases  and  for  other  increases  in  state 
aid  for  education.  The  Commonwealth  has  also 
committed  itself,  through  the  State  Public  School 
Building  Authority,  to  pay  part  of  the  costs  of 
construction  of  buildings  in  the  local  school  dis- 
tricts. Its  share  of  the  cost  is  rapidly  increasing. 
In  1951-1953,  the  sum  appropriated  to  pay  a share 
of  the  rentals  for  buildings  constructed  by  the 
state  authority  and  by  local  school  authorities 
was  $900,000.  The  appropriation  requested  for 
1953-1955  is  $7.3  million. 

An  examination  of  the  upward  trend  in  edu- 
cational costs  reveals  that  the  state  tax  problem  is 
largely  a problem  of  finding  money  to  finance 
public  instruction.  If  substantial  new  taxes  are 
needed,  it  is,  to  a considerable  extent,  the  result 
of  the  rising  costs  of  education.  To  this  extent, 
it  is  a question  of  either  giving  up  some  of  the 
increases  in  educational  expenditures  or  finding 
a new  source  of  revenue  adequate  for  future  pub- 
lic school  financing.  A similar  situation  has  de- 
veloped in  other  states.  They  have  had  to  find 
substantial  new  sources  of  permanent  public  school 
tax  revenue.  If  Pennsylvania  is  to  maintain  a 
growing  educational  establishment  according  to 


modern  standards,  even  with  the  realization  of 
those  economies  which  may  be  gained  by  more 
efficient  organization  and  administration,  it  is 
likely  that  both  state  and  local  taxes  will  have  to 
be  increased. 

Table  14  compares  the  salaries  paid  to  public 
school  teachers  in  Pennsylvania  and  other  lead- 
ing states.  Currently,  the  average  annual  salary 
for  teachers  in  Pennsylvania  is  above  the  national 
average  but  15th  among  the  48  states. 

Public  Assistance  Costs 

A General  Fund  function  in  Pennsylvania  of 
great  importance  is  that  of  public  assistance.  Our 
system  of  financing  public  assistance  costs  at  the 
state  level,  without  local  contributions,  is  unique 
among  the  states,  with  only  a few  other  states 
following  this  pattern.  The  state  has,  however, 
been  receiving  more  federal  aid  for  public  assist- 
ance, with  the  result  that  the  federal  share  of  total 
public  assistance  expenditures  in  Pennsylvania 
increased  from  12.3  percent  in  1940  to  45.2  per- 
cent in  1952.  Recently  state  public  assistance  costs 
have  declined  with  the  improvement  in  economic 
conditions,  and  a decreased  appropriation  is  re- 
quested by  the  Governor  for  the  1953-1955 
biennium.  In  1952,  however,  the  state  expended 
from  the  General  Fund  $66.6  million  on  public 
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Table  14 

TREND  OF  TEACHERS’  SALARIES  * 


Average  Annual  Salary 


State 

School  Year 
1939-1940 

School  Year 
1944-1945 

School  Year 
1949-1950 

Advance 
Estimates 
School  Year 
1952-1953 

United  States  Total  

$1,441 

$1,846 

$3,010 

$3,530 

Alabama  

744 

1,050 

2,111 

2,495 

Arizona  

1,544 

2,027 

3,556 

3,900 

Arkansas  

584 

918 

1,801 

2,100 

California  

2,351 

2,749 

4,268 

4,600 

Colorado  

1,393 

1,730 

2,821 

3,500 

Connecticut  

1,861 

2,085 

3,558 

3,937 

Delaware  

1,684 

1,975 

3,273 

4,150 

Florida 

1,012 

1,621 

2,958 

3,310 

Georgia  

770 

1,077 

1,963 

2,575 

Idaho  

1,057 

1,610 

2,481 

2,845 

Illinois  

1,700 

2,139 

3,458 

4,050 

Indiana  

1,433 

2,017 

3,401 

3,830 

Iowa  

1,017 

1,357 

2,420 

3,148 

Kansas 

1,014 

1,501 

2,628 

3,135 

Kentucky 

826 

1,226 

1,936 

2,350 

Louisiana  

1,006 

1,515 

2,983 

3,420 

Maine  

894 

1,244 

2,115 

2,500 

Maryland  

1,642 

2,080 

3,594 

4,085 

Massachusetts 

2,037 

2,386 

3,338 

3,870 

Michigan  

1,576 

2,147 

3,420 

4,000 

Minnesota  

1,276 

1,757 

3,013 

3,550 

Mississippi  

559 

842 

1,416 

1,870 

Missouri  

1,159 

1,442 

2,581 

3,000 

Montana  

1,184 

1,456 

2,962 

3,309 

Nebraska 

829 

1,379 

2,292 

2,555 

Nevada  

1,557 

1,953 

3,209 

3,600 

New  Hampshire 

1,258 

1,467 

2,712 

3,100 

New  Jersey 

2,093 

2,467 

3,511 

3,917 

New  Mexico 

1,144 

1,729 

3,215 

3,560 

New  York 

2,604 

2,783 

3,706 

4,750 

North  Carolina 

946 

1,382 

2,688 

3,040 

North  Dakota 

745 

1,314 

2,325 

2,500 

Ohio  

1,587 

2,122 

3,088 

3,740 

Oklahoma  

1,014 

1,543 

2,736 

3,150 

Oregon  

1,333 

2,026 

3,323 

3,825 

Pennsylvania 

1,640 

2,008 

3,006 

3,602 

Rhode  Island  

1,809 

2,117 

3,294 

3,525 

South  Carolina  

743 

1,064 

1,891 

2,500 

South  Dakota 

807 

1,307 

2,064 

2,550 

Tennessee  

862 

1,324 

2,302 

2,540 

Texas  

1,079 

1,524 

3,122 

3,260 

Utah  

1,394 

1,868 

3,103 

3,325 

Vermont  

981 

1.508 

2,348 

2,680 

Virginia  

899 

1,376 

2,328 

2,740 

Washington  

1,706 

2,304 

3,487 

3,850 

West  Virginia  

1,170 

1,526 

2,425 

3,000 

Wisconsin  

1,379 

1,844 

3,007 

3,504 

Wyoming  

1,169 

1,586 

2,798 

3,350 

Source:  Federal  Security  Agency,  except  1952-1953  figures,  which  are  advance  estimates  furnished 
by  the  National  Education  Association. 


* Include  salaries  of  supervisors,  principals,  and  teachers  in  public  elementary  and  secondary  schools. 
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assistance,  to  which  the  federal  government  added 
$51.1  million,  according  to  the  State  Budget 
Bureau.  Rising  living  costs  work  to  increase  the 
amount  of  aid  needed  for  each  dependent.  If  the 
number  of  persons  receiving  assistance  should 
greatly  increase  because  of  a deterioration  of 
economic  conditions,  the  total  state  costs  would 
rise  materially.  Some  observers  believe  that  if  the 
local  governments  were  compelled  to  share  part 
of  the  cost  of  public  assistance,  there  would  be 
more  local  interest  in  proper  administration  of 
the  public  assistance  laws. 

The  Commonwealth  Debt  Charges  and 
Revenue  Requirements 

The  Commonwealth  debt  charges  comprise  a 
substantial  and  increasing  part  of  the  General 
Fund  budget.  The  Commonwealth  is  directly 
obligated  to  meet  the  interest  and  retirement 
charges  of  its  full  faith  and  credit  debt  and  is  in- 
directly obligated  to  meet  the  costs  of  the  General 
State  Authority  Debt  and  its  share  of  the  debt 
costs  of  the  State  Public  School  Building  Author- 
ity. In  the  1953-1955  budget  proposed  by  Gov- 
ernor Fine,  the  interest  and  sinking  fund  charges 
of  the  Commonwealth  are  estimated  at  $88.0 
million.  This  is  a great  increase  over  the  appro- 
priation of  approximately  $12.0  million  for  1947- 
1949  and  also  considerably  more  than  the  appro- 
priation of  $82.8  million  for  1951-1953.  The  in- 
crease was  caused  to  some  extent  by  the  appro- 
priations for  General  State  Authority  rentals. 

On  March  31,  1953,  as  reported  by  the  Budget 
Bureau,  the  Commonwealth  had  a net  full  faith 
and  credit  debt  of  $440.1  million,  as  shown  in 
Table  15.  Of  this  total,  $430.1  million  must  be 
retired  and  its  charges  met  out  of  the  General 
Fund  revenues.  The  remainder  of  the  full  faith 
and  credit  debt,  or  $9.9  million,  is  a charge  against 
the  Motor  License  and  Toll  Bridge  Funds.  The 
largest  part  of  the  debt,  a sum  of  $386.0  million, 
was  that  arising  from  the  payment  of  the  bonus 
to  veterans  of  the  Second  World  War. 

Of  the  “other”  net  indebtedness  of  $206.5 
million  of  the  Commonwealth,  a total  of  $166.5 
million,  consisting  of  $133.6  million  of  General 
State  Authority  debt  and  $32.9  million  of  State 


*Act  627  of  1951  Legislature,  signed  by  the 
Governor  on  January  21,  1952. 


Public  School  Building  Authority  debt,  is  in 
part  indirectly  an  obligation  of  the  General  Fund. 
The  costs  of  the  General  State  Authority  debt 
are  to  be  met  out  of  the  rentals  charged  the 
Commonwealth  for  the  use  of  the  buildings  and 
projects  constructed  with  the  funds  borrowed  by 
the  Authority.  These  rentals  are  paid  out  of  the 
General  Fund,  and  are  thus  a claim  against  the 
taxes  going  into  it.  Likewise,  the  part  of  the 
costs  of  public  school  building  construction 
financed  through  the  borrowing  of  the  State 
Public  School  Building  Authority  which  is  to 
be  met  by  the  Commonwealth  is  to  be  paid  out 
of  funds  advanced  by  the  General  Fund. 

In  addition  to  the  bonded  indebtedness  shown 
in  Table  15,  Act  627  of  1 952 1 requires  the  Com- 
monwealth to  pay  subsidies  to  certain  school  dis- 
tricts which  are  paying  annual  rentals  to  munic- 
ipal authorities  for  school  building  projects.  The 
commitment  to  pay  subsidies  makes  the  Common- 
wealth indirectly  responsible  for  a portion  of  a 
very  substantial  amount  of  the  bonded  indebted- 
ness of  the  municipal  authorities. 

On  February  1,  1953,  there  were  on  file  with 
the  Department  of  Public  Instruction  388  applica- 
tions for  approval  of  public  school  building  proj- 
ects. Information  on  345  applications  indicated 
that,  for  the  building  program  involved,  $191,997,- 
539  were  to  be  financed  through  municipal 
authorities  and  a few  non-profit  corporations. 
This  amount  far  exceeded  the  indebtedness  au- 
thorized for  the  State  Public  School  Building 
Authority  as  of  this  date. 

The  total  estimated  annual  rentals  on  these  345 
projects  were  $10,889,553.  Under  Act  627,  using 
current  reimbursement  fractions,  the  Common- 
wealth will  return  to  the  school  districts  annual 
subsidies  amounting  to  about  half  of  the  total 
rental  payments. 

The  State  Highway  and  Bridge  Authority  debt 
is  an  obligation  of  the  State  Motor  License  Fund. 
The  motor  vehicle  and  motor  vehicle  fuel  taxes 
are  pledged  to  meet  the  costs  of  this  debt. 

The  authority  debt  device  was  developed  in 
New  York  as  a means  of  circumventing  the  consti- 
tutional state  debt  limit.  The  states  have  resorted 
to  authority  borrowing  to  increase  their  indebted- 
ness beyond  the  constitutional  limits  without  the 
approval  of  a popular  referendum.  The  courts 
have  held  that  the  authority  debt,  unlike  the  full 
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Table  15 


COMMONWEALTH  OF  PENNSYLVANIA 
STATEMENT  OF  BONDED  INDEBTEDNESS  AS  OF  MARCH  31,  1953 

FULL  FAITH  AND  CREDIT  DEBT 


Veterans’ 
Compensation 
World  War  I 
Bonds 

Public  Veterans’ 

Building  Compensation 
Construction  World  War  II 
Bonds  Bonds 

Toll 

Bridge 

Bonds  Road  Bonds 

Total 

Guaranteed 

Indebtedness 

Issued  .... 
Redeemed  . 

. $ 50,000,000 

43,000,000 

$ 50,000,000 
2,000,000 

$440,000,000  $ 
54,000,000 

8.500.000  $100,000,000 

2.150.000  96,000,000 

$648,500,000 

197,150,000 

Outstanding 
Less  Sinking 
Funds  . . 

. $ 7,000,000 

. $ 1,434,315 

$ 48,000,000 

$ 9,432,497 

$386,000,000  $ 

6,350,000  $ 4,000,000 

$ 411,992 

$451,350,000 

$ 11,278,804 

Net  Indebted 
ness  

. $ 5,565,685 

$ 38,567,503 

$386,000,000  $ 

6,350,000  $ 3,588,008 

$440,071,196 

Full  faith  and  credit  indebtedness  is  limited  to  $1,000,000  without  Constitutional  Amendment. 

OTHER  DEBT 

General 

State 

Authority 

Public  School  Highway  and 

Building  Bridge 

Authority  Authority 

Total 

Other 

Indebtedness 

Issued  

Redeemed  . . . 

$135,000,000 

1,400,000 

$ 32,940,000 

$ 40,000,000 

$207,940,000 

1,400,000 

Outstanding 

T .ess  Sinking 

Fund 

$133,600,000 

$ 32,940,000 

$40,000,000 

$206,540,000 

Net  Indebtedness  

$133,600,000 

$ 32,940,000 

$ 40,000,000 

$206,540,000 

The  upper  limit  of  General  State  Authority  and  Highway  and  Bridge  Authority  indebtedness  has 
been  fixed  by  Legislative  Act  as  $235,000,000  for  General  State  Authority  and  $80,000,000  for  Highway 
and  Bridge  Authority.  No  limit  has  been  imposed  by  the  Legislature  upon  Public  School  Building 
Authority  indebtedness.  The  authority  of  the  Legislature  to  increase  the  indebtedness  of  any  of  the 
State  authorities  is  unlimited. 


PENNSYLVANIA  TURNPIKE  BONDS 

Bonds  Outstanding  $263,765,000 

Less  Sinking  Funds 18,050,890 


$245,714,110 


Net  Indebtedness 

Source : State  Budget  Bureau. 

faith  and  credit  debt,  is  not  legally  an  obligation 
of  the  Commonwealth  and  is,  therefore,  not  sub- 
ject to  the  constitutional  limits  on  the  state  debt. 

The  loans  of  the  state  authorities  for  General 
Fund  projects  find  a ready  market  because  it  is 
known  that  indirectly,  if  not  directly,  the  state 
taxing  power  is  committed  to  meet  the  charges 
the  debt  involves. 

The  authority  device  also  permits  local  govern- 
ments to  escape  the  legal  limits  which  apply  to 


their  full  faith  and  credit  debt.  New  public  school 
facilities  may  be  financed,  as  provided  by  the  acts 
of  the  General  Assembly,  by  establishing  local 
authorities  or  nonprofit  corporations  which  may 
borrow  directly  by  issuing  their  own  bonds.  The 
latter,  in  turn,  issue  their  obligations  and  charge 
rentals  to  the  local  units  for  the  use  of  the  new 
facilities.  But  part  of  the  cost  is  met  by  the  state 
from  General  Fund  revenues  through  the  subsidy 
provided  to  the  local  units. 
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Table  16 


ESTIMATES  OF  STATE  AUTHORITY  BONDED  INDEBTEDNESS  AND  RENTALS  TO 
BE  PAID  TO  AUTHORITIES  BY  THE  COMMONWEALTH 

1953-1955  Biennium  Through  1957-1959  Biennium 


1953-1955 

1955-1957 

1957-1959 

1959-1961 

General  State  Authority — General  Fund 

Bonded 

Debt 

Outstanding  $186,000,000 

$205,000,000 

$196,000,000 

$176,271,000 

Rentals 

18,834,127 

26,000,000 

29,000,000 

30,000,000 

State  Public  School  Building  Authority — General  Fund 

Bonded  Debt  Issued 70, 000, OCX) 

80,000,000 

85,000,000 

85,000,000 

State’s 

Share  of  Rentals  . . 3,000,000 

4,000,000 

5,000,000 

5,000,000 

State  Highway  and  Bridge  Authority — Motor  License  Fund 

Bonded 

Debt 

Outstanding  75,000,000 

63,000,000 

51,000,000 

37,527,000 

Rentals 

12,000,000 

14,525,000 

14,800,000 

14,800,000 

Source : State  Budget  Bureau. 


The  General  Assembly  has  placed  a limit  of 
$235  million  on  the  debt  of  the  General  State 
Authority.  This  limit  could,  of  course,  be  raised 
or  lowered  at  the  pleasure  of  the  General  As- 
sembly. No  legislative  limit  has  been  placed  on  the 
debt  of  the  State  Public  School  Building  Author- 
ity. A limit  of  $80  million  has  been  provided  for 
the  State  Highway  and  Bridge  Authority. 

Borrowing  through  authorities  invites  debt  ex- 
pansion because  of  the  ease  with  which  it  may 
be  accomplished.  As  the  authority  debt  increases, 
the  future  tax  revenues  of  the  Commonwealth, 
where  they  are  indirectly  involved,  are  obligated 
to  meet  the  state  share  of  the  debt  costs.  The 
dangers  here  are  apparent.  They  are  indicated 
in  some  measure  by  the  data  in  Table  16  showing 
the  increased  appropriations  being  required  out 
of  the  General  Fund  revenues. 

The  net  debt  of  Pennsylvania,  including  the 
full  faith  and  credit  debt  and  other  debt  of  state 
authorities,  is  compared  with  that  of  the  other 
selected  states  at  the  end  of  the  fiscal  year  1952 
in  Table  17.  At  that  time  Pennsylvania’s  full 


faith  and  credit  debt  was  exceeded  only  by  that 
of  the  State  of  New  York.  The  “Other”  debt  of 
Pennsylvania  was  the  largest  of  any  of  the  states. 
In  relation  to  population  the  Pennsylvania  full 
faith  and  credit  debt  ranked  fourth ; in  relation  to 
income  payments,  fourth.  The  “Other”  debt 
ranked  fourth  both  in  relation  to  population  and 
income  payments.  In  the  total  of  the  full  faith 
and  credit  debt  and  the  “Other”  debt,  Pennsyl- 
vania ranked  first  in  amount,  third  in  relation  to 
population,  and  second  in  relation  to  income  pay- 
ments. 

These  observations  on  the  size,  complexion, 
and  growth  of  the  debt  of  the  Commonwealth 
have  been  made  because  of  the  relationship  of  ex- 
penditures financed  by  borrowing  to  our  tax 
problem.  Present  taxes  may  be  reduced  where  a 
pay-as-you-go  financial  policy  is  not  followed, 
but  future  taxes  are  increased  to  meet  interest 
charges  and  retire  the  debt  as  it  matures.  A con- 
siderable part  of  the  future  tax  revenues  must 
consequently  be  raised  to  finance  the  increasing 
debt-financed  expenditures. 
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Table  17 


NET  STATE  DEBT  OUTSTANDING,  END  OF  FISCAL  YEAR  1952  1 


State 

Full  Faith 

and  Credit 

Debt 

Other  Debt 2 

Amount 
(In  thousands) 

Per 

Capita 

Percent 
of  Income 
Payments 

Payments 
Amount 
(In  thousands) 

Per 

Capita 

Percent 
of  Income 
Payments 

California  

. . . $262,893 

$23.85 

1.23% 

$ 17,945 

$ 1.63 

0.08% 

Connecticut  

79,391 

38.96 

1.95 

Illinois  

346,806 

39.32 

2.04 

17,338 

1.97 

1.02 

Indiana  

3 

.... 

13,750 

3.40 

0.21 

Maryland  

55,461 

22.72 

1.43 

107,598 

44.08 

2.78 

Massachusetts  . . . 

361,110 

76.31 

4.39 

30,025 

6.35 

0.37 

Michigan  

232.402 

35.51 

2.05 

111,408 

17.02 

0.98 

New  Jersey  

91.576 

18.41 

1.04 

230,217 

46.28 

2.61 

New  York 

494,024 

32.88 

1.62 

29,697 

1.98 

0.10 

North  Carolina  . . 

210.825 

50.99 

4.85 

694 

0.17 

0.02 

Ohio  

159.305 

19.76 

1.10 

2,578 

0.32 

0.02 

Pennsylvania  2 . . , 

470,845 

44.59 

2.68 

399,034 

37.79 

2.27 

Virginia  

3,678 

1.09 

0.01 

23.212 

6.86 

0.56 

West  Virginia  . . . 

136,842 

68.59 

5.84 

99,399 

49.82 

4.24 

Wisconsin  

3 

.... 

4,727 

1.36 

0.08 

Source : U.  S.  Bureau  of  Census,  “Summary  of  State  Government  Finances  in  1952.” 


1 Short  term  debt  not  included.  Connecticut  had  $155,266,000  outstanding;  Massachusetts,  $5,315,- 
000 ; and  New  York  $12,796,000. 

2 Pennsylvania’s  “Other”  debt  is  enlarged  here  by  the  inclusion  of  certain  items  which  are  not  usually 
considered  Commonwealth  debt.  Most  important  of  such  items  are  Turnpike  Authority  bonds,  Gen- 
eral State  Authority,  State  Highway  and  Bridge  Authority  and  State  Public  School  Authority  bonds, 
and  some  debt  of  the  Pennsylvania  State  College.  In  all  probability  debt  figures  shown  here  for  other 
states  may  be  exaggerated  for  similar  reasons.  However,  the  classification  system  used  in  the  source 
material  does  not  show  sufficient  detail  to  permit  readjustment  with  any  degree  of  consistency. 

3 Debt  of  Indiana  and  Wisconsin  is  that  of  dependent  State  agencies. 


Local  Government  Costs 

The  state  tax  problem  in  Pennsylvania  is 
closely  related  to  the  expenditure  and  tax  prob- 
lems of  the  local  governments.  Not  long  ago  the 
local  governments  in  this  and  other  states  were 
spending  and  taxing  more,  in  the  aggregate,  than 
the  state  government.  In  recent  decades,  however, 
state  expenditures  and  taxes  have  been  increas- 
ing at  a faster  rate  than  the  local,  and  now  the 
magnitude  of  state  financing  exceeds  the  aggre- 
gate financing  of  the  local  governments. 

In  Table  18,  data  are  presented  which  show 
the  expansion  of  the  federal,  the  48  states,  and 
local  government  expenditures,  total  and  per 


capita,  in  the  period  1940-1952.  Grants  to  other 
governments  are  here  considered  exclusively  as 
an  expenditure  of  the  government  making  the 
grant.  Federal  expenditures  grew  most  rapidly, 
very  largely  because  of  military  outlays.  State  ex- 
penditures increased  at  a faster  rate  than  the  local 
expenditures,  in  the  aggregate  among  the  48 
states. 

To  complete  the  story  of  Pennsylvania  govern- 
mental spending  and  to  appraise  the  overall  tax 
problem,  it  will  be  desirable  to  note  the  rise  in 
local  government  expenditures  in  this  state,  as 
compared  with  that  in  state  expenditures,  in  the 
period  1942-1951.  In  this  period,  local  expendi- 
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CHART  7 


Table  18 


EXPENDITURES  OF  FEDERAL,  STATE,  AND  LOCAL  GOVERNMENTS* 

Fiscal  Years  1940-1952 


Including-  Veterans’  Bonus  Payments 


Fiscal 

Year 

TOTAL 

FEDERAL  1 

48  State 

o 

S “ 

ALL  LOCAL  3 

Amount  Per 

(In  Millions)  Capita 

Amount  Per 

(In  Millions)  Capita 

Amount 
(In  Millions) 

Per 

Capita 

Amount 
(In  Millions) 

Per 

Capita 

1940 

$ 17,558 

$133.13 

$ 9.062 

$68.68 

$ 3,592 

$27.28 

$ 4,904 

$37.17 

1941 

21,535 

161.85 

13,255 

99.62 

3,513 

26.40 

4,767 

35.83 

1942 

42,174 

315.31 

34.042 

254.52 

3.574 

26.72 

4,558 

34.07 

1943 

87,456 

652.79 

79,401 

592.67 

3,647 

27.22 

4,408 

32.90 

1944 

103,126 

777.59 

95,041 

716.63 

3,495 

26.35 

4.590 

34.61 

1945 

107,014 

809.87 

98,385 

744.57 

3,705 

28.04 

4,924 

37.26 

1946 

70,326 

502.71 

60,402 

431.77 

4,327 

30.93 

5,597 

40.01 

1947 

51,938 

362.25 

38,981 

271.88 

5,785 

40.35 

7,172 

50.02 

1948 

48,806 

334.18 

33,023 

226.11 

7,583 

51.92 

8,200 

56.15 

1949 

57,909 

389.81 

39,474 

265.72 

9,435 

63.51 

9,000 

60.58 

1950 

58,916 

389.78 

39,568 

261.62 

9,648 

64.02 

9.700 

64.14 

1951 

64,661 

421.58 

44,025 

287.04 

10,336 

67.39 

10,300 

67.15 

1952 

87,275 

569.02 

65,375 

426.24 

1 1,100  4 

72.37 

10,800 

7041 

Source:  Department  of  Commerce,  Treasury  Department  and  Tax  Foundation. 


* Exclusive  of  debt  retirement ; grants-in-aid  are  counted  as  expenditures  of  the  first  disbursing  unit. 

1 “Budget  Expenditures,”  as  currently  conceived,  less  transfers  to  social  security  trust  funds. 

2 Expenditures : For  1940,  exclude  employment  security  payments,  State  pension  payments,  and  in- 
tergovernmental aid  received.  For  1941  through  1950,  excludes  contributions  to  trust  funds,  provision 
for  debt  retirement  and  intergovernmental  aid  received.  For  1951,  excludes  intergovernmental  aid 
received  and  expenditures  for  toll  facilities. 

3 “General  Expenditures”  less  debt  retirement,  contributions  to  the  unemployment  compensation  trust 
fund,  and  aid  received  from  other  governments.  Prior  to  1942,  exclude  expenditures  from  all  local 
shares  of  state-imposed  taxes;  1942  and  subsequent  years,  excludes  expenditures  from  only  those 
local  shares  of  state-imposed  taxes  which  are  not  locally  collected  and  retained. 

4 Estimated  by  Tax  Foundation. 


tures,  excluding  state  aid,  as  indicated  in  Table 
19,  rose  from  $348.0  million  to  $710.6  million, 
and  from  $35.78  per  capita  to  $67.30  per  capita. 
Combined  state  and  local  expenditures  in  Penn- 
sylvania, inclusive  of  veterans’  bonus  payments, 
increased  from  $647.3  million  to  $1,560.3  million, 
and  from  $66.53  per  capita  to  $147.77  per  capita. 
The  ratio  of  the  combined  state  and  local  expendi- 
tures to  income  payments  in  Pennsylvania 
mounted  from  7.4  percent  to  8.9  percent. 

The  Growing  Gap  Between  Revenues  and 
Expenditures 

In  the  effort  to  analyze  the  General  Fund 
revenue  problem,  it  is  necessary  to  appraise  the 
expenditure  outlook  of  the  Commonwealth  be- 
cause our  tax  requirements  are  determined  bv 


state  spending  demands.  Expenditures  are  rising 
and  taxes  must  also  rise. 

The  revenue  problem  of  the  proposed  1953- 
1955  General  Fund  budget  of  $1,003.9  million  is 
a very  great  one.  If  this  budget  is  to  be  balanced, 
the  Commonwealth  must  raise  $157.2  million  in 
new  taxes  over  and  beyond  all  of  the  existing 
taxes,  according  to  Governor  Fine.  This  means 
that  if  any  of  the  existing  taxes  should  be  reduced 
or  removed,  substitute  revenues  would  have  to  be 
found.  Even  more  new  taxes  will  be  required  if 
the  General  Assembly  should  continue  the  practice 
of  recent  bienniums  of  appropriating  a larger  total 
sum  than  the  Governor  requests. 

The  problem  is  the  more  serious  because  the 
General  Fund  budget  is  not  the  total  budget  of 
the  Commonwealth.  The  taxpayers  must  contrib- 


27 


Table  19 

PENNSYLVANIA  LOCAL  AND  STATE  EXPENDITURES  AND  REVENUES 

1942,  1945,  AND  1951 


Total  Expenditures 

* 

Total 

Revenues 

* 

Total  Tax  Revenues 

Local 

Local 

Local 

Percent 

Percent 

Percent 

Amount 

of 

Amount 

of 

Amount 

of 

(In 

Per 

Income 

(In 

Per 

Income 

(In 

Per  Income 

Thousands) 

Capita 

Payments 

Thousands)  Capita  Payments 

Thousands) 

Capita  Payments 

1942 

$348,079 

$35.78 

4.0% 

$358,803 

$36.88 

4.1% 

$338,464 

$34.79  3.8% 

1945 

445,169 

49.20 

3.9 

402,570 

44.40 

4.2 

339,995 

37.58  3.0 

1951 

710,627 

67.30 

4.0 

716,794 

67.88 

5.0 

514,000 

48.68  3.9 

State  and  Local 

State  and  Local 

State  and  Local 

1942 

$647,291 

$66.53 

7.4%) 

$696,187 

$71.56 

7.9% 

$646,966 

$66.50  7.3% 

1945 

688,219 

76.07 

6.0 

724,201 

80.04 

6.3 

628,865 

69.50  5.5 

1951 

1,560,274 

147.77 

8.9 

1,330,393 

126.00 

7.6 

1,051.106 

99.55  6.0 

Sources:  Local  Government  data  for  1942,  Post-War  Planning  Commission,  “Local  Government  Fi- 
nance in  Pennsylvania” ; for  1945,  Department  of  Internal  Affairs,  “Local  Government  Finances  in 
Pennsylvania”;  for  1951,  primarily  from  reports  of  the  Department  of  Internal  Affairs,  with  some 
estimates  based  on  prior  years’  experience.  State  government  data  adapted  from  U.  S.  Bureau  of  the 
Census  information.  State  expenditures  exclude  federal  aid. 


* State  Aid  is  excluded.  Some  federal  aid  is  probably  included  in  local  revenues  and  expenditures, 
since  detailed  information  was  not  available  with  the  source  material  used.  Years  are  calendar  for 
local  and  fiscal  for  state  data.  Veterans’  Bonus  Payments  are  included  under  State  expenditures. 


ute  to  the  financing  of  other  costly  services  in  the 
total  Commonwealth  budget  of  $1,428.8  million 
proposed  for  1953-1955.  A Motor  License  Fund 
budget  of  $410.2  million  must  be  supported.  Other 
special  budgets  include  an  $8.0  million  Game 
Fund,  a $3.7  million  Fish  Fund,  a $1.8  million 
Banking  Department  Fund,  an  $825,000  Milk 
Control  Fund,  and  a State  Farm  Products  Show 
Fund  of  nearly  $400,000. 

The  long-range  revenue  outlook  is  even  more 
disturbing.  The  general  long-time  trend  of  Com- 
monwealth expenditures  is  definitely  upward.  If 
this  trend  continues — and  its  abatement  is  not  in 
sight — each  new  biennium  will  witness  demands 
for  substantially  increased  expenditures  and  taxes. 

Each  succeeding  biennium,  as  previously  noted, 
will  experience  substantial  increases  in  public 
school  costs  as  the  result  of  existing  legislation. 
The  Tax  Study  Committee  has  requested  the 
State  Budget  Bureau  to  assemble  data,  with  the 
aid  of  the  Department  of  Public  Instruction,  to 
indicate  the  probable  growth  of  state  public  school 
expenditures  through  the  1959-1961  biennium. 
The  data  are  shown  in  Table  20.  They  are  based 


on  presently  available  information  but  are  subject 
to  subsequent  revision  as  the  influence  of  the  va- 
rious factors  involved  in  the  determination  of 
these  expenditures  becomes  more  definitely 
known.  It  is  believed  that  they  reveal,  in  general, 
the  probable  trend  in  state  outlays  for  the  public 
schools. 

State  public  school  expenditures  are  estimated 
to  rise  to  $678,780,000  in  1959-1961,  including 
the  rental  payments  to  aid  in  public  school  con- 
struction, but  not  including  substantial  increases 
in  contributions  to  the  Public  School  Employes’ 
Retirement  Fund.  This  is  an  increase  of  $353.4 
million  over  the  total  of  such  expenditures  antici- 
pated in  1951-1953,  and  an  increase  of  $271.9 
million  over  the  appropriations  proposed  for 
1953-1955. 

The  estimates  do  not  allow  for  salary  increases 
beyond  those  provided  for  in  existing  legislation. 
Nor  do  they  allow  for  the  continuing  increase  in 
the  aid  given  by  the  Commonwealth  to  educational 
institutions  which  are  not  included  in  the  public 
school  system.  The  estimates  may,  therefore,  con- 
siderably underestimate  the  total  appropriations 
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CHART  8 


THE  TREND  IN  GENERAL  FUND  APPROPRIATIONS 

VALUES  IN  MILLIONS  OF  DOLLARS 


THE  GROWING  REVENUE  SHORTAGE 

VALUES  IN  MILLIONS  OF  DOLLARS 


1,500 


1,000 


500 


? 


$ 157,000,000 


$457,000,000 


■mfi  muni 


REVENUES  FROM  EXISTING 

11  SOURCES 

$ 857,  000,000 .00 
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Table  20 


ESTIMATES  OF  PUBLIC  SCHOOL  EXPENDITURES 


1951-1953  Biennium  Through  1959-1961  Biennium 
(As  Required  Under  Existing  Laws) 


Type  of  Expenditure 

1951-1953 

Appropriation* 

1953-1955 

Budget 

Estimate 

1955-1957 

1957-1959 

1959-1961 

Support  of  Public  Schools  . . 

$286,700,000 

$358,000,000 

$442,000,000 

$536,000,000 

$610,000,000 

Salaries  and  Expenses  of 
County  Supervisory  Per- 
sonnel   

2,570,200 

3,021,200 

3,100,000 

3,100,000 

3,100,000 

Transportation 

20,500,000 

24,230,814 

29,000,000 

33,000,000 

37,000,000 

Vocational  Education  (State 
Funds  only)  

2,865,000 

2,865,000 

3,000,000 

3,000,000 

3,000,000 

Aid  to  Financially  Handi- 
capped School  Districts  . . 

1,000,000 

700,000 

700,000 

700,000 

700,000 

School  Health  Examinations** 

9,879,823 

9,800,000 

10,000,000 

10,000,000 

10,000,000 

Eye  and  Ear  Tests  of  Pupils 

26,200 

30,000 

30,000 

30,000 

30,000 

Acquisition  of  Surplus  Prop- 
erty for  Schools 

157,300 

100,000 

100,000 

100,000 

100,000 

School  Lunch  Program  (State 
Funds  only)  

149,000 

149,000 

150,000 

150,000 

150,000 

Miscellaneous  Subsidies 

614,799 

688,291 

700,000 

700,000 

700,000 

Total  (Exclusive  of  Rental 
Payments)  

$324,462,322 

$399,584,305 

$488,780,000 

$586,780,000 

$664,780,000 

Annual  Rental  Payments  to 
Municipalities  and  Public 
School  Building  Authority 

$ 900,000 

$ 7,250,000 

$ 10,000,000 

$ 12,000,000 

$ 14,000,000 

Total  

$325,362,322 

$406,834,305 

$498,780,000 

$598,780,000 

$678,780,000 

Source : State  Budget  Bureau 

Note:  Expenditures  for  Teachers’  Retirement  purposes  are  not  included. 

* Includes  requested  deficiency  appropriations. 

**A  Department  of  Health  appropriation. 


for  education  which  may  finally  be  approved  for 
each  biennium. 

Other  parts  of  the  General  Fund  budget  may 
decline,  remain  rather  stationary,  or  increase  in 
the  coming  bienniums,  depending  on  the  interplay 
of  numerous  social,  economic,  and  political  forces. 
For  example,  a deterioration  in  economic  activity 
and  employment,  because  of  strikes  or  a recession, 
would  cause  a substantial  increase  in  public  assist- 
ance costs.  The  renewal  of  inflationary  trends,  on 
the  other  hand,  would  bring  higher  individual  and 
corporate  incomes  and  increased  revenues,  but  it 


would  also  bring  higher  prices  for  the  services 
and  commodities  purchased  by  the  Commonwealth 
and  by  consumers.  Tax  revenues  might  rise  with 
state  expenditures  under  some  conditions  or  fall 
while  expenditures  were  increasing,  if  unfavor- 
able economic  conditions  developed. 

The  proposed  General  Fund  budget  for  1953- 
1955  is  $1,003.9  million.  If  total  expenditures  for 
education  increase  $300  million  by  1959-1961  over 
the  appropriations  proposed  for  1953-1955  and 
the  remaining  General  Fund  expenditures  remain 
stationary,  in  the  aggregate,  the  total  expenditures 
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in  1959-1961  will  approximate  $1,300  million. 

The  existing  sources  of  General  Fund  revenue, 
even  if  present  tax  rates  are  continued,  are  esti- 
mated by  the  State  Budget  Bureau  to  fall  short 
by  $157  million  of  the  total  appropriations  pro- 
posed by  the  Governor  for  1953-1955.  Assuming 
for  the  moment  that  the  total  General  Fund  rev- 
enues in  1959-1961  are  approximately  equal  to 
those  forecast  for  1953-1955,  a revenue  shortage 
of  perhaps  $457  million  could  materialize.  That  is, 
the  existing  revenue  sources  with  the  present 
tax  rates  would  lag  behind  expenditures  by  that 
large  sum. 

The  revenue  estimates  for  1953-1955  are  based 
on  the  assumption  that  recent  high  levels  of  eco- 
nomic activity  will  continue  to  prevail.  An  eco- 
nomic slump  could  cause  a sharp  drop  in  the 
corporate  net  income  tax  receipts,  as  past  ex- 
perience demonstrates.  On  the  other  hand,  higher 
levels  of  economic  activity  would  produce  higher 
tax  collections.  Unfortunately,  it  is  not  given  to 
man  to  know  just  what  will  transpire  several 
years  hence.  Either  expenditures  or  revenues  or 
both  could  be  higher  or  lower  than  we  may  now 
anticipate. 

The  known  factors  in  the  problem,  however, 
are  clear.  The  Commonwealth  is  headed  toward  a 
large  and  growing  disparity  between  General 
Fund  expenditures  and  revenues  from  existing 
sources.  The  present  tax  system  is  plainly  inade- 
quate to  support  the  cumulative  revenue  demands 
with  which  it  is  confronted. 

The  evident  disparity  between  estimated  rev- 
enues and  probable  expenditures  is  so  great  that 
it  cannot  be  overcome  with  small  and  minor  tax 
revisions.  Little  nuisance  taxes,  imposed  on  this 
or  that  object,  will  apparently  not  suffice  to  pro- 
vide the  great  new  revenues  needed  to  finance  the 
public  school  program  and  other  costly  services. 

A further  sobering  conclusion  is  inescapable. 
Not  only  are  very  substantial  new  revenues  neces- 
sary, these  revenues  must  also  be  continuing,  per- 
manent revenues. 

The  state  taxes  required  to  balance  the  Com- 
monwealth budget  are  not  the  only  responsibility 
of  the  taxpayers.  Today  they  must  also  pay  heavy 
federal  taxes  as  well  as  substantial  local  taxes. 

The  taxation-expenditure  relationship  is  clearly 
stated  in  the  Budget  Message  of  Governor  Fine 


to  the  General  Assembly  on  January  26,  1953.  He 
declared : 

“To  levy  additional  taxes  on  our  people  when 
they  now  carry  a burden  under  which  they  must 
make  many  sacrifices  is  a most  serious  matter. 
Before  you  do  so  you  should  be  convinced  that 
every  dollar  of  appropriations  recommended  in 
this  budget  is  essential.” 

Summary 

The  analysis  of  the  General  Fund  problem  may 
now  be  summarized.  General  Fund  expenditures 
have  been  rising  steadily  in  recent  years  and  are 
expected  to  increase  in  coming  bienniums. 

Despite  tax  increases  in  the  preceding  bien- 
niums, General  Fund  revenues  may  lag  behind 
proposed  appropriations  in  1953-1955  by  an  esti- 
mated $157.2  million  unless  the  General  Assembly 
and  the  Governor  are  able  to  reduce  the  total  ap- 
propriations contemplated.  It  should  be  noted  that 
in  recent  bienniums  the  General  Assembly  has 
increased,  rather  than  decreased,  the  total  ap- 
propriations requested  by  the  Governor. 

By  1959-1961,  if  educational  expenditures  con- 
tinue to  increase  according  to  the  programs  ap- 
proved by  previous  sessions  of  the  General  As- 
sembly and  if  the  sum  total  of  other  expenditures 
remains  stationary,  the  revenues  from  present 
sources  may  fall  short  of  prospective  General 
Fund  appropriations  by  approximately  $457  mil- 
lion. Public  school  retirement  costs  will  add 
a substantial  amount  of  expenditures  to  the  total 
educational  requirements.  The  growing  gap  be- 
tween revenues  and  appropriations  will  be  even 
greater  if  costly  spending  programs  now  being 
advocated  are  adopted. 

The  present  tax  system  is  plainly  inadequate 
to  support  the  cumulating  revenue  demands  with 
which  it  is  confronted. 

Not  only  are  very  substantial  new  taxes  neces- 
sary, these  taxes  must  also  be  continuing,  per- 
manent revenues. 

As  Governor  Fine  has  declared,  the  levy  of 
additional  taxes  at  a time  when  taxes  are  already 
heavy  “is  a most  serious  matter.”  Tax  increases 
should  be  kept  to  a minimum  by  making  certain 
that  every  dollar  appropriated  is  essential  for  the 
efficient  maintenance  of  the  necessary  public  serv- 
ices. 
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CHAPTER  II 

THE  PENNSYLVANIA  TAX  SYSTEM 


THE  Pennsylvania  State  tax  system  consists 
of  (1)  the  various  taxes  utilized  to  finance 
General  Fund  expenditures  for  education, 
health,  public  assistance,  welfare,  and  other  serv- 
ices and  (2)  the  important  motor  vehicle,  motor 
vehicle  fuel,  and  payroll  taxes  earmarked  for 
either  highways  or  unemployment  compensation. 
The  revenues  derived  from  the  profits  of  the  State 
Liquor  Store  System,  which  go  into  the  General 
Fund,  are,  in  effect,  a tax  on  the  citizens.  Inas- 
much as  the  total  state  tax  burdens  of  individuals 
and  business  enterprises  include  not  only  the  taxes 
required  to  support  the  General  Fund  services  but 
also  highways  and  unemployment  compensation, 
the  potential  revenue  sources  of  the  General  Fund 
must  be  considered  in  relation  to  the  burdens 
imposed  by  the  taxes  on  motor  vehicles,  gasoline, 
and  payrolls.  The  combined  liquor  store  profits, 
General  Fund  taxes,  highway,  and  unemployment 
taxes  amounted  to  $633.2  million  in  the  fiscal  year 
1952,  a sum  which  was  obtained  in  this  manner: 


General  Fund  Taxes  and 

Millions 

Percent 
of  Total 

Liquor  Store  Profits  . . 
Motor  Vehicle  Licenses 
and  Fees  and  Motor 

$382.7 

60.4 

Fuel  Taxes  

Unemployment  Compen- 

164.8 

26.0 

sation  Tax  

85.7 

13.6 

In  the  analysis  of  the  General  Fund  tax  prob- 
lem, which  is  the  subject  of  this  inquiry,  it  will  be 
well  first  to  note  the  over-all  characteristics  of  the 
Commonwealth  tax  system  and  to  compare  our 


tax  sources  with  those  of  other  leading  states. 
Emphasis  in  the  analysis  will  be  placed  upon  the 
sources  of  revenue  which  are  used  to  finance  the 
functions  maintained  out  of  the  General  Fund  in 
Pennsylvania.  Tables  21  and  22  summarize  the 
chief  sources  of  General  Fund  and  other  tax  rev- 
enue in  Pennsylvania  and  14  other  leading  indus- 
trial and  commercial  states  and  indicate  their  rela- 
tive importance  in  the  fiscal  year  1952  to  the 
respective  state  governments.  Subsequently  the 
local  government  tax  collections  in  these  states 
will  be  noted.  The  tables,  in  general,  are  based  on 
data  assembled  by  the  U.  S.  Bureau  of  the  Census. 

Additional  revenues,  not  indicated  in  the  tables, 
are  realized  in  five  of  the  states,  Pennsylvania 
being  one  of  them,  from  State  Liquor  Store 
profits.  Pennsylvania  received  $43.0  million  in 
the  fiscal  year  1952  from  liquor  profits.  Other 
liquor  monopoly  states  and  their  liquor  profit 
revenues  in  1951,  the  last  year  for  which  data 
are  available,  are : Michigan,  $39.5  million ; Ohio, 
$10.8  million;  Virginia,  $15.9  million;  and  West 
Virginia,  $6.0  million. 

The  $127.6  million  yield  of  Pennsylvania’s  most 
important  source  of  revenue,  the  corporate  net 
income  tax,  was  exceeded  in  1952  by  only  one 
state,  New  York.  But  Pennsylvania  obtained 
23.62  percent  of  the  total  tax  revenues  from  this 
source  as  compared  with  17.87  percent  in  New 
York. 

The  taxes  on  corporate  capital  stock,  franchises, 
and  the  issue  of  capital  stock  provided  more 
revenue  in  Pennsylvania  than  in  any  other  state, 
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Table  21 


Table  21 

STATE  GOVERNMENT  TAX  REVENUES 
Fiscal  Year  1952 
(In  thousands) 

Ind.  Wise.  N.  T. 
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a sum  of  $60.6  million,  or  11.22  percent  of 
state  taxes.  Massachusetts,  with  $38.1  million 
from  taxes  on  corporate  capital,  was  second  in 
collections.  The  taxes  on  corporate  capital,  as  the 
term  is  employed  here,  include  taxes  on  capital 
stock  and  franchise,  license,  organization,  filing 
and  other  charges  imposed  in  relation  to  capital 
stock  or  as  flat  amounts.  The  corporate  capital 
taxes  provided  5.19  percent  of  the  Michigan 
revenue,  or  relatively  more  than  that  of  any  other 
state,  except  Pennsylvania,  Massachusetts,  and 
New  Jersey. 

In  Pennsylvania,  corporations  with  net  income 
must  pay  both  a net  income  and  a capital  stock 
tax.  In  New  York  corporations  pay  one  or  the 
other,  whichever  is  greater,  but  not  both.  In 
Michigan  there  is  no  corporate  net  income  tax. 
This  is  also  true  in  several  other  states  of  the 
15  compared.  In  Massachusetts,  there  is  a tax 
on  corporate  excess  supplementing  the  corpo- 
rate net  income  tax,  which  may  be  quite  burden- 
some. In  the  other  states  where  a capital  stock 
tax  supplements  a corporate  net  income  tax  it 
is  a relatively  light  tax. 

It  is  because  both  net  income  and  capital  stock 
are  taxed  at  relatively  high  rates  that  the  Penn- 
sylvania corporate  taxes  bulk  large  in  the  revenue 
picture.  In  1953,  the  accelerated  payment  of  corp- 
oration income  taxes  raises  the  Pennsylvania  ratio 
of  taxes  to  net  income  to  7.5  percent.  Pennsyl- 
vania now  has  the  heaviest  corporation  taxes  of 
any  of  the  states. 

A business  may  have  to  pay  state  taxes  on  prop- 
erty or  other  objects  in  some  states,  and  in  the 
various  states  it  will  ordinarily  have  to  pay  a 
local  property  tax  and  perhaps  some  other  local 
taxes.  Particular  industries  may  also  be  subject 
to  special  state  and  local  taxes.  All  of  these  taxes 
must  be  considered  in  an  appraisal  of  the  tax 
liabilities  of  business  in  the  different  states. 

If  other  states  do  not  tax  corporations  so 
heavily  as  Pennsylvania,  how  do  they  raise  their 
revenues?  Some  of  them,  unlike  Pennsylvania, 
use  a part  of  the  motor  vehicle  and  motor  vehicle 
fuel  taxes  for  nonhighway  purposes.  California, 
New  Jersey,  and  New  York  obtain  substantial 
revenues  for  other  than  highway  services,  for 
example,  from  one  or  both  of  these  taxes.  These 
states,  however,  like  Pennsylvania,  spend  large 
sums  for  highway  service.  Excluding  federal  aid, 


the  highway  expenditures  in  the  several  states 
in  1951,  according  to  the  U.  S.  Bureau  of  the 
Census  were  as  follows : 

California,  $183.8  million. 

Pennsylvania,  $166.5  million. 

New  York,  $130.3  million. 

New  Jersey,  $46.9  million. 

Alcoholic  beverages  are  usually  sources  of  con- 
siderable tax  revenue,  as  in  Pennsylvania.  But 
Pennsylvania  in  1951  procured  more  in  dollars 
and  in  percent  of  state  revenues  for  general  func- 
tions than  any  other  state  from  this  source.  In 
1952,  the  alcoholic  beverage  taxes,  license  fees,  and 
liquor  store  profit  revenues  in  Pennsylvania 
amounted  to  $94.0  million,  or  14.82  percent  of 
total  state  taxes  and  liquor  store  contributions  to 
the  General  Fund.  New  York  came  next  in  total 
alcohol  revenues,  with  $70.1  million,  but  this  was 
only  6.84  percent  of  state  revenues. 

Of  the  15  states  studied,  all  of  them,  except 
California,  Maryland,  North  Carolina,  and  Vir- 
ginia, tax  cigarettes.  Pennsylvania,  however,  with 
its  4-cents  a package  tax,  raised  relatively  more 
from  this  source  in  1952  than  any  other  state  ex- 
cept Massachusetts  and  New  Jersey.  Pennsyl- 
vania secured  8.19  percent  of  its  state  tax  rev- 
enues from  cigarettes  as  compared  with  8.91  per- 
cent in  Massachusetts,  which  had  a 5-cent  tax, 
and  10.72  percent  in  New  Jersey,  which  had  a 
3-cent  tax.  In  dollars  collected,  Pennsylvania  ob- 
tained more  revenue  from  her  cigarette  tax  than 
any  other  state,  except  New  York,  whose  ratio 
of  collections  to  the  total  state  tax  revenues,  how- 
ever, was  only  5.84  percent. 

The  death  tax  was  more  productive  of  revenue 
in  Pennsylvania  in  1952  than  in  any  other  state, 
except  California  and  New  York.  However,  Penn- 
sylvania obtained  relatively  more  from  this  source 
than  any  other  state  except  New  Jersey.  Pennsyl- 
vania received  4.83  percent  of  total  state  tax 
revenues  as  compared  with  7.01  percent  in  New 
Jersey. 

A number  of  states  garnered  in  more  revenue 
from  special  business  taxes  on  particular  indus- 
tries than  Pennsylvania  in  1952,  where  the  non- 
corporate business  taxes  provided  only  7.22  per- 
cent of  total  state  tax  revenues.  However,  some 
of  these  states  have  no  corporate  income  tax,  some 
have  only  light  taxes  on  capital  stock,  and  some 
which  have  a corporate  income  tax  exempt  certain 
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industries  from  that  tax  and  impose  a special  tax 
instead.  While  banks  in  Pennsylvania  are  exempt 
from  the  corporate  net  income  tax  and  pay  a 
4-mill  share  tax  rather  than  the  general  5-mill 
capital  stock  tax,  the  utilities  and  certain  insurance 
companies  here  pay  the  corporate  net  income  and 
capital  stock  taxes  and  also  special  state  taxes. 

The  combined  corporation  and  special  indus- 
try taxes  had  a yield  of  $227.2  million  in  Penn- 
sylvania, a sum  exceeded  only  by  New  York, 
with  a total  of  $312.5  million.  But  New  York 
secured  only  30.53  percent  of  her  total  tax  reve- 
nues from  these  taxes,  as  compared  with  42.06 
percent  in  Pennsylvania. 

In  comparing  the  state  revenue  yields  of  the 
corporate  and  major  noncorporate  taxes  in  Penn- 
sylvania with  the  similar  taxes  employed  in  other 
leading  states,  one  notes  that  Pennsylvania  leans 
rather  heavily  upon  certain  sources  in  addition 
to  the  corporate  taxes,  such  as  alcohol,  cigarettes, 
and  death  duties,  which  are  commonly  exploited 
by  other  states.  However,  some  of  these  states 
utilize  major  revenues  which  are  not  imposed  in 
Pennsylvania. 

Tax  Trends  in  Pennsylvania  and  Other  States 

The  pattern  of  state  taxation  which  has  emerged 
after  1932  is  partially  shown  in  Table  23.  Since 
this  study  is  concerned  with  General  Fund 
revenue  problems,  highway  and  unemployment 
compensation  taxes  are  excluded.  The  rise  of  the 
cigarette,  personal  income,  general  sales,  pari- 
mutuel, and  other  taxes  will  be  noted.  In  1932, 
14  states  imposed  cigarette  taxes,  in  1952,  there 
were  41  imposing  this  tax.  The  number  of  states 
with  general  personal  net  income  taxes  increased 
from  18  to  29  (excluding  Indiana,  which  levies 
a tax  on  gross  incomes  of  individuals),  with  gen- 
eral sales  taxes,  from  4 to  33,  with  pari-mutuel 
taxes,  from  3 to  23. 

Alcoholic  beverages  are  taxed  everywhere. 
Death  taxes  are  levied  in  all  states  except  Nevada. 
In  connection  with  highway  financing  and  needs, 
all  the  states  enforce  motor  vehicle  and  gasoline 
taxes.  Certain  features  of  the  developing  pattern 
of  state  taxation  call  for  particular  comment. 

In  1952  as,  previously  noted,  there  were  29 
states  over  the  country  with  general  personal  net 
income  taxes.  In  addition,  New  Hampshire  and 
Tennessee  imposed  income  taxes  on  the  income 


from  securities  in  lieu  of  a tax  on  their  value  as 
property,  and  Michigan  and  Ohio,  while  taxing 
non-income  producing  securities  with  a property 
tax,  also  taxed  income  earning  securities  on  their 
income.  Among  the  15  leading  states  covered  in 
this  study,  seven  impose  personal  net  income  taxes 
of  a general  nature  and  one  of  them,  Indiana,  col- 
lects a general  gross  income  tax  from  individuals 
as  well  as  businesses.  New  York  obtained  $297.0 
million  from  its  personal  income  tax  in  1952,  or 
29.01  percent  of  her  total  tax  revenues.  The  In- 
diana gross  income  tax  raised  an  estimated  $43.7 
million  from  the  personal  service  receipts  of  in- 
dividuals, or  16.94  percent  of  total  tax  revenues. 

In  1952,  general  sales,  including  gross  sales, 
gross  receipts,  gross  income,  and  mercantile  taxes, 
were  collected  by  33  states.  Since  these  taxes  tend 
to  be  passed  on  to  consumers  by  vendors,  it  may 
be  said  that  the  33  states  had  broad  consumer 
taxes,  in  the  economic  sense.  Among  the  15 
selected  states,  10  impose  general  taxes  on  sales, 
gross  receipts,  gross  income,  or  merchants’  sales. 
In  1952  California  secured  $416.5  million  from 
a 3 percent  retail  sales  tax,  or  39.15  percent  of 
her  total  tax  revenues.  The  taxes  in  Michigan 
and  West  Virginia  returned  48.88  percent  and 
53.35  percent  respectively  of  total  tax  revenues, 
although  the  yields  were  smaller  than  in  Cali- 
fornia. 

Among  the  48  states,  there  are  20  with  both 
general  sales,  gross  receipts,  gross  income,  or 
mercantile  taxes  and  a general  net  personal  in- 
come tax.  One  more  state,  Indiana,  taxes  the  gross 
income  of  individuals  as  well  as  the  gross  income 
of  business.  Of  the  15  states  in  the  group  being 
studied,  5 have  both  general  sales  and  personal 
income  taxes  of  some  type.  Of  the  15  states,  only 
Pennsylvania  and  New  Jersey  have  neither  type 
of  tax.  Among  the  48  states,  only  6 have  neither 
type  of  tax.  It  is  apparent  that  the  so-called  broad- 
based  taxes  on  incomes  or  sales  are  being  utilized 
in  nearly  all  the  states  for  substantial  revenues. 

The  peculiar  features  of  the  Pennsylvania  Gen- 
eral Fund  revenue  structure  are  (1)  the  heavy 
dependence  on  corporate  net  income  and  capital 
stock  taxes,  (2)  the  relatively  large  liquor,  cigar- 
ette, and  inheritance  tax  revenues,  and  (3)  the 
absence  of  a general  broad-based  tax  on  personal 
incomes  or  sales. 

Certain  other  taxes  not  imposed  at  the  state 
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Table  23 

THE  PATTERN  OF  MAJOR  TYPES  OF  STATE  TAXATION,  1932-1952 


General  Sales 

General  Personal 

Net  Income  Corporate  Income 

Cigarette 

Pari-Mutuel 

1932 

1942 

1952 

1932 

1942 

1952 

1932 

1942 

1952 

1932 

1942 

1952 

1932 

1942  1952 

Alabama 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Arizona 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Arkansas 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

California 

X 

X 

X 

X 

X 

X 

X 

X 

Colorado 

X 

X 

X 

X 

X 

X 

X 

Connecticut 

X 

X 

X 

X 

X 

X 

Delaware 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Florida 

X 

X 

X 

X 

X 

Georgia 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Idaho 

X 

X 

X 

X 

X 

X 

X 

Illinois 

X 

X 

X 

X 

X 

X 

X 

Indiana 

X 

X 

X 

Iowa 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Kansas 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Kentucky 

X 

X 

X 

X 

X 

X 

X 

Louisiana 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Maine 

X 

X 

X 

X 

X 

Maryland 

X 

X 

X 

X 

X 

X 

X 

X 

Massachusetts 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Michigan 

X 

X 

X 

X 

Minnesota 

X 

X 

X 

X 

X 

Mississippi 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Missouri 

X 

X 

X 

X 

X 

X 

X 

X 

Montana 

X 

X 

X 

X 

X 

X 

Nebraska 

X 

X 

Nevada 

X 

New  Hampshire 

X 

X 

X 

X 

X 

New  Jersey 

X 

X 

X 

New  Mexico 

X 

X 

X 

X 

X 

X 

X 

X 

New  York 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

North  Carolina 

X 

X 

X 

X 

X 

X 

X 

X 

North  Dakota 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Ohio 

X 

X 

X 

X 

X 

X 

X 

Oklahoma 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Oregon 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Pennsylvania 

X1 

X1 

X 

X 

X 

Rhode  Island 

X 

X 

X 

X 

X 

South  Carolina 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

South  Dakota 

X 

X 

X 

X 

X 

X 

X 

Tennessee 

X 

X 

X 

X 

X 

X 

X 

Texas 

X 

X 

X 

Utah 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Vermont 

X 

X 

X 

X 

X 

X 

X 

X 

Virginia 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Washington 

X 

X 

X 

X 

X 

X 

West  Virginia 

X 

X 

X 

X 

X 

Wisconsin 

X 

X 

X 

X 

X 

X 

X 

X 

Wyoming 

X 

X 

X 

Number  of  States 

Using  Tax 

4 

26 

33 

18 

29 

29 

19 

31 

32 

14 

29 

41 

3 

19 

23 

Collections 

(in  millions) 

$10  $637  $2,229 

$74  $249  $905 

$79  $269  $830 

$19  $131  $449 

N.A. 

$23  $137 

Source : Commerce  Clearing  House,  Inc.,  and  U.  S.  Bureau  of  Census. 

1 Retail  sales  tax  was  a temporary  measure  effective  for  only  six  months  starting  September  1,  1932. 
The  mercantile  license  tax  was  withdrawn  in  1944. 


Table  24 


UNEMPLOYMENT  COMPENSATION  CONTRIBUTION  RATES  AND  DOLLAR  COLLEC- 
TIONS AS  APPLIED  TO  COVERED  PAYROLLS  OF  SELECTED  STATES 


Calendar  Year  1951 


State 

Range  of  Rates 

Total  State  U.  C.  Contribu- 
Government  tions  as  Percent 
Tax  Revenue  of  State  Gov- 
Average  Contributions  Plus  U.  C.  ernment  Taxes 
' Rate  of  Collected  Contributions  Plus  U.  C. 

Collections  (In  thousands)  (In  thousands)  Contributions 

Min. 

Max. 

California  

1.0% 

2.7% 

2.4% 

$182,487 

$1,140,580 

16.0% 

Connecticut  

0.9 

2.7 

1.8 

32,608 

156,539 

20.8 

Illinois  

0.25 

2.7 

1.1 

70,316 

489,565 

14.4 

Indiana  

0.1 

2.7 

1.0 

27,782 

266,585 

10.4 

Maryland  

0.2 

2.7 

1.0 

15,113 

159,291 

9.5 

Massachusetts  

2.7 

2.7 

2.7 

94,424 

388,764 

24.3 

Michigan  

1.0 

4.0 

1.5 

78.763 

570,967 

13.8 

New  Jersey  * 

2.0 

2.7 

1.4 

63.736 

231,699 

27.5 

New  York  

2.7 

2.7 

2.7 

323,938 

1,239,082 

26.1 

N.  Carolina  

0.1 

2.7 

1.5 

24,075 

279,742 

8.6 

Ohio  

0.3 

2.7 

1.1 

73,678 

503,173 

14.6 

Pennsylvania**  . . ■ . 

0.5 

2.7 

1.0 

80,335 

617,441 

13.0 

Virginia  

0.3 

2.7 

1.0 

12,700 

199,655 

6.4 

West  Virginia  

0.0 

2.7 

1.3 

13,520 

126,573 

10.7 

Wisconsin  

0.0 

4.0 

0.8 

17,686 

251.146 

7.0 

Sources : U.  S.  Bureau  of  Employment  Security  Publications  and  U.  S.  Bureau  of  Census  Data. 


Note:  For  tax  revenue  data  see  Table  44,  page  70.  Liquor  store  profits  are  included  in  the  tax  revenue. 
* Includes  collections  from  employes  of  0.25  percent  of  covered  payroll. 

**  Adjusted  to  account  for  overpayments  and  credits  to  employer’s  accounts  which  resulted  from  rate 
revising  legislation  passed  in  October  1951.  The  amount  shown  for  contributions  is  based  on  total 
wages  earned  during  the  calendar  years. 


level  in  Pennsylvania  are  also  important  in  the 
revenue  systems  of  some  of  the  other  states. 
There  are  now  23  states  taxing  pari-mutuel  bet- 
ting, including  9 in  the  selected  group  of  15 
states  being  compared  in  their  financing.  New 
York  took  $33.8  million  from  this  source  in  1952, 
or  3.30  percent  of  total  tax  revenues.  New  Jersey 
obtained  less  revenue,  $15.6  million,  but  this  was 
8.76  percent  of  such  revenues. 

Severance  taxes  are  a great  source  of  revenue 
in  several  states  with  rich  oil  or  mineral  deposits. 
While  $271.7  million  were  extracted  from  natural 
resource  taxes  by  24  states  in  1952,  Texas  alone 
raised  $131.4  million.  Louisiana  raised  $63.0  mil- 
lion and  Oklahoma  $26.0  million,  making  a total 
of  $220.4  million  in  the  3 leading  oil  producing 
states.  Minnesota  taxed  her  mineral  resources 
for  $29.0  million.  But  relatively  little  was  raised 
from  severance  taxes  by  the  15  selected  states. 
Michigan  obtained  the  greatest  sum,  or  $771,000, 


in  1952.  Ohio  and  West  Virginia,  two  neighbor- 
ing states  with  considerable  coal,  do  not  impose 
severance  taxes. 

Amusement  excise  or  license  taxes  were  util- 
ized by  37  states  in  1952.  The  total  yield,  how- 
ever, was  rather  small,  being  only  $19.9  million. 
Some  of  the  states  extend  the  general  sales  taxes 
to  amusements,  and  some  local  governments  tax 
them.  There  is  also  a federal  tax  on  admissions 
at  a rate  of  approximately  20  percent. 

Soft  drink  license  taxes,  generally  nominal  in 
amount,  are  levied  by  28  states  and  excises  by 
several  states.  The  taxes  on  soft  drinks  in  1951, 
the  latest  year  for  which  data  are  available,  yielded 
$19.1  million,  including  $12.9  million  from  the 
now  extinct  Pennsylvania  tax. 

The  general  property  tax,  which  has  been 
abandoned  at  the  state  level  in  Pennsylvania, 
Connecticut,  Illinois,  Massachusetts,  and  New 
York,  still  provides  some  state  revenues  in  cer- 
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tain  areas  as  a supplement  to  local  property  taxes. 
U.  S.  Bureau  of  Census  data  show  that  California 
relied  upon  this  source  for  the  most  revenue  in 
1952,  or  $71.6  million.  Texas  was  next  with  $33.8 
million.  Then  came  Michigan  with  $28.1  million, 
Ohio  with  $18.7  million,  and  Wisconsin  with 
$16.3  million.  Indiana  raised  $12.8  million,  Vir- 
ginia $9.5  million,  and  New  Jersey  $3.0  million. 
The  Pennsylvania  state  taxes  on  corporate  secur- 
ities are  a form  of  property  taxation,  in  the  eco- 
nomic sense,  which  have  remained  as  a relic  from 
old  days  when  this  and  other  states  commonly 
taxed  both  real  and  personal  property  with  a 
general  tax. 

Another  early  type  of  taxation,  poll,  head,  or 
per  capita  taxation,  is  practiced  in  33  states, 
usually  only  at  the  local  level  with  county  ad- 
ministration. Collections  are  generally  small.  In 
1951  receipts  of  $6.2  million  were  reported  by  11 
states.  In  this  state  there  are  now  numerous  per 
capita  taxes  imposed  by  school  districts  or  other 
local  units. 

Stock  transfer  and  document  registry  taxes  are 
levied  by  12  states,  including  Pennsylvania.  Total 
revenues  in  1951  were  $41.7  million.  Most  of  this, 
or  $31.2  million,  came  from  New  York.  Florida 
was  next,  with  $3.2  million.  Pennsylvania  ob- 
tained $678,000. 

The  taxes  mentioned  above  are  those  most  com- 
monly exploited  by  the  states  and  those  usually 
providing  the  more  important  revenues.  The 
realty  transfer  tax,  now  used  in  Pennsylvania  by 
the  state  and  some  local  governments,  seems  to 
be  uncommon  as  a separate  tax.  However,  some 
of  the  states  with  general  sales  taxes  extend  them 
to  sales  of  real  estate. 

Another  source  of  revenue  which  is  important 
to  all  states  is  the  unemployment  compensation 
tax.  The  revenues  from  this  tax  are  used  ex- 
clusively to  finance  unemployment  insurance  and 
are  therefore  not  available  for  General  Fund 
purposes.  Pennsylvania  collected  $80,335,000 
from  the  unemployment  tax  in  the  calendar  year 
1951,  as  shown  in  Table  24.  This  tax  is  levied 
against  employers’  payrolls.  Employes  do  not 
contribute  to  the  Unemployment  Compensation 
Fund. 

The  Pennsylvania  General  Fund  Revenues 

The  characteristics  of  the  over-all  tax  systems 


of  Pennsylvania  and  other  leading  states  have 
been  noted.  It  will  now  be  desirable  to  cite  more 
specifically  the  present  tax  revenue  sources  of  the 
Pennsylvania  General  Fund  and  to  observe  how 
the  other  leading  states  secure  revenues  for  the 
general  governmental  functions.  It  will  then  be 
possible  to  appraise  the  existing  revenue  sources 
in  Pennsylvania  and  the  potential  new  sources  of 
funds. 

The  General  Fund  of  the  Commonwealth  re- 
lies for  its  revenues  primarily  upon  a small  num- 
ber of  sources.  As  shown  in  Table  25,  alcoholic 
beverages,  cigarettes,  corporations,  certain  busi- 
nesses, and  inheritances  will  supply  an  estimated 
sum  of  approximately  $790.7  million  in  the  pres- 
ent biennium,  or  91.8  percent  of  the  total  of 
$861.4  million,  excluding  federal  aid.  The  general 
taxes  on  corporations,  including  net  income, 
capital  stock,  bonus,  and  loans  taxes,  alone  will 
supply  $409.0  million,  or  47.5  percent  of  the 
total.  Taxes  on  utilities,  insurance  companies,  and 
banks  will  furnish  $65.3  million,  or  7.6  percent 
of  the  total.  Together  the  corporate  and  other 
business  taxes  will  yield  an  estimated  $474.3 
million.  This  is  55.1  percent  of  the  General  Fund 
revenues. 

The  alcoholic  beverage  taxes  and  liquor  store 
profits  will  be  the  source  of  $174.3  million,  or 
20.2  percent  of  the  General  Fund  revenues, 
the  cigarette  taxes  $88.5  million,  or  10.3  percent. 
The  combined  revenues  from  these  consumer 
commodities  will  be  $262.8  million,  or  30.5  per- 
cent of  the  total. 

Another  substantial  source  of  revenue  is  the 
inheritance  tax.  It  is  to  supply  an  estimated  $53.6 
million,  or  6.2  percent.  Federal  aid,  not  included 
in  Table  25,  will  furnish  an  additional  $112.3 
million. 

A Comparison  of  General  Function  Revenues 

A comparison  has  been  made  in  the  preceding 
pages  of  the  major  sources  of  the  total  state  gov- 
ernment tax  revenues  in  15  leading  states,  in- 
cluding Pennsylvania,  in  the  fiscal  year  1951. 
Some  of  these  taxes,  such  as  the  motor  vehicle 
and  motor  vehicle  fuel  taxes,  may  be  used  par- 
tially or  entirely  for  highway  financing  and  not 
for  what  may  be  called  “general  function’’  ex- 
penditures on  public  schools,  health,  welfare,  as- 
sistance, and  other  general  governmental  pur- 
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Table  25 

THE  GENERAL  FUND  REVENUES 
In  the  1951-1953  Biennium  Budget 


(Estimates  in  millions) 


Source 

Amount 

Percent 
of  Total 

Consumer  Commodities 

$262.8 

30.5% 

Alcohol  Taxes  and 

Profits  

174.3 

20.2 

Cigarette  Tax 

88.5 

10.3 

Corporation  Taxes  .... 

409.0 

47.5 

Corporate  Income  . . . 

287.5 

33.4 

Capital  Stock — Fran- 
chise   

113.8 

13.2 

Corporate  Bonus  .... 

4.4 

0.5 

Corporate  Loans  .... 

3.3 

0.4 

Utility,  Insurance,  and 
Bank  Taxes  

65.3 

7.6 

Inheritance  Tax 

53.6 

6.2 

Realty  Transfer  Tax  . . 

20.0 

2.3 

Miscellaneous  Taxes  . . 

3.4 

0.4 

Other  Revenues  

47.5 

5.5 

Total  Revenues  . . . 

$861.4 

100.0% 

Source : State  Budget  Bureau  data  are  rounded. 
Federal  aid  is  excluded. 


poses.  An  effort  has  been  made,  using  data  for 
the  fiscal  year  1951  because  they  are  more  com- 
plete, to  compare  the  amounts  and  relative  im- 
portance of  the  general  function  revenues  from 
state  taxes  and  alcohol  profits  in  Pennsylvania 
and  the  other  leading  states.  Federal  aid  is  again 
excluded.  This  comparison  may  not  be  altogether 
accurate  because  the  data  at  hand  may  not  show 
in  every  instance  whether  the  revenues  are  utilized 
for  general  purposes  or  are  employed  for  the  high- 
ways or  other  services  not  financed  out  of  the 
General  Fund  in  Pennsylvania.  Where  possible, 
the  revenues  devoted  to  highway  financing  have 
been  removed  from  this  comparison,  as  have  been 
the  payroll  taxes  associated  with  unemployment 
insurance.  The  data  are  summarized  in  Tables 
26  and  27. 

Certain  conclusions  may  be  drawn  from  an 
examination  of  the  data  in  Table  27.  The  percent- 
ages of  major  general  function  revenues  to  total 


state  taxes  and  liquor  store  profits  in  Pennsyl- 
vania in  the  fiscal  year  1951  were  as  follows: 


Alcoholic  Beverages 22.97% 

Cigarettes 12.29 

Corporations  41.58 

Other  Business  Taxes 10.70 

Death  and  Gift  Taxes 7.43 


With  respect  to  the  percentages  of  general 
function  revenues  supplied  by  these  major 
revenues  in  the  fiscal  year  1951,  as  compared  with 
the  other  states  in  the  group  of  15,  Pennsylvania 


ranked  as  follows: 

Alcoholic  Beverages  1st 

Cigarettes  2nd 

Corporations  1st 

Other  Business  Taxes  10th 

Death  and  Gift  Taxes 2nd 


Pennsylvania  State  and  Local  Taxes 

The  primary  sources  of  Pennsylvania  state  tax 
revenues  in  the  fiscal  year  1952  and  local  tax 
revenues  in  the  fiscal  year  1951  are  shown  in 
Table  28.  The  local  real  estate  tax  furnished  more 
revenue  than  any  other  source.  The  state  cor- 
porate net  income  tax  was  the  second  most  pro- 
ductive revenue.  State  liquor  store  profits  of  $43.0 
million  are  included  in  the  table.  Table  29  indi- 
cates, for  purposes  of  comparison,  the  major  tax 
revenue  sources  of  the  federal  government  and 
all  state  and  local  governments. 

Available  Revenue  Sources  Limited 

The  history  of  taxation  demonstrates  that  the 
great  bulk  of  the  revenue  raised  by  governments 
is  derived  from  a relatively  few  productive 
sources.  A great  diversity  of  taxes  adds  to  ad- 
ministrative and  compliance  costs  and  complica- 
tions and  opens  up  opportunities  for  numerous 
inequities  and  discriminations.  The  term,  “nuis- 
ance taxes,’’  has  been  evolved  to  describe  numer- 
ous small  sources  of  revenue  which  are  irritations 
to  tax  officials  and  taxpayers.  The  point  is  bound 
to  be  reached,  if  numerous  sources  of  income  are 
to  be  taxed,  where  a uniform  general  income  tax 
is  preferable  to  a host  of  separate  taxes.  If  numer- 
ous commodities  and  services  are  to  be  taxed,  the 
point  is  also  reached  where  a uniform  general  tax 
on  sales  or  purchases  is  preferable  to  a multitude 
of  little  nuisance  taxes. 
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Table  28 

PENNSYLVANIA  STATE  AND  LOCAL  TAX  REVENUES 
(Excluding  Social  Security  Taxes) 


Amount  in 

Millions 

Percent  of  Total 

Tax 

State 

Local * 1 2 3  4 

State  Local 

Fiscal  Year 

Fiscal  Year 

1952 

1951 

Personal  Income  

Corporation  Income  

Other  Corporation  

Death  and  Gift  

Alcohol  Taxes  and  Profits 

Tobacco  

Gasoline  

Amusements  

General  Sales 

Property  

Other 

Total  


$ 48.4 E 


9.4% 


$127.6 

21.9% 

62.2 1 

10.9 

26.1 

4.5 

94.0 

16.1 

44.3 

7.6 

116.3 

19.9 

2 

8.35 

1.6 

395.06 

76.8 

112.63 

62.3 7 

19.1 

12.2 

$583.1 

$514.0 

100.0% 

100.0% 

Source:  For  State  revenues,  U.  S.  Bureau  of  the  Census,  “State  Tax  Collections  in  1952.”  For 
local  revenues,  Staff  of  Tax  Study  Committee. 

1 Includes  capital  stock,  franchise,  bonus,  and  loans  taxes. 

2 Less  than  0.1%. 

3 Includes  special  business,  motor  vehicle,  and  other  taxes. 

4 Local  data  for  1951,  except  where  otherwise  noted. 

5 Data  for  1950. 

6 Estimate. 

7 Includes  per  capita,  mercantile,  and  other  non-property  taxes  not  included  under  personal  income 
and  amusement  taxes. 

Note:  U.  S.  Bureau  of  the  Census  data  include  local  shares  of  State  collected  taxes  amounting  to 
$24.9  million.  The  data  also  include  licenses  and  fees  amounting  to  $72.1  million. 


Direct  Versus  Indirect  Taxes 

Ideally,  the  taxes  required  to  meet  the  costs  of 
government  would  be  apportioned  directly  among 
the  individuals  who  must  ultimately  bear  them  ac- 
cording to  their  incomes,  their  wealth,  and  their 
expenditures.  In  this  manner  those  benefiting  from 
government  would  contribute  to  its  support  on  the 
basis  of  their  abilities  to  pay.  Each  person  would 
also  know  what  his  share  of  the  cost  of  govern- 
ment was  and  would  be  in  a better  position  than 
he  is  now  to  decide  whether  the  services  of  govern- 
ment are  worth  what  they  cost.  Now,  individuals 
are  generally  taxed  in  various  ways,  largely  indi- 
rectly by  business  taxes  or  taxes  collected  from 
business.  Indirect  taxes  are  frequently  chosen  be- 
cause they  will  yield  relatively  large  revenue  with 
little  effort  and  because  the  resistance  to  hidden 
imposts  may  be  weak. 


In  the  Pennsylvania  General  Fund  tax  struc- 
ture there  is  no  continuing  direct  tax  on  individ- 
uals, openly  collected.  There  is  no  personal  income 
tax,  no  property  tax,  no  per  capita  tax,  and 
no  direct  consumer  tax.  The  alcoholic  beverage 
and  cigarette  taxes  do,  of  course,  go  into  the 
General  Fund,  as  do  other  taxes  collected  from 
business  which  are  shifted  to  consumers.  These 
taxes  could  be  billed  separately  to  purchasers,  but 
for  the  sake  of  convenience  are  not.  Many  of  the 
states  and  the  federal  government  and  some  local 
governments  do  have  personal  income  taxes  or 
consumer  taxes  billed  separately  to  purchasers  or 
both.  Many  states  have  both  general  personal  in- 
come and  general  sales  taxes. 

In  Pennsylvania  the  present  great  revenue  need 
arises  in  financing  the  public  schools.  An  adequate 
direct  tax  on  individuals,  levied  against  their  in- 
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Table  29 

FEDERAL,  STATE,  AND  LOCAL  TAX  REVENUES,  Fiscal  Year  1952 


(Excluding  Social  Security  Taxes) 


Tax 

Amount  in  Millions 

Percent  of  Total 

Federal1 

48 

States 

All 

Local2 

Federal 

48 

States 

All 

Local 

Personal  Income 

$30,949 

$ 905 

$68 

49.6% 

9.2% 

0.8% 

Corporation  Income  . . . 

21,163 

830 

7 

33.9 

8.4 

0.1 

Death  and  Gift  

815 

211 

3 

1.3 

2.1 

0.1 

Alcohol 5 

2,513 

519 

3 

4.0 

5.2 

3 

T obacco  

1.563 

449 

3 

2.5 

4.6 

3 

Gasoline  

713 

1,871 

3 

1.2 

19.0 

3 

Amusements  

376 

14 

3 

0.6 

0.1 

3 

General  Sale3  

2 229 

55  i 4 

.... 

22.7 

6.4 

Property  

370 

7,580 

3.8 

87.9 

Other  

4,297 

2,440 

412 

6.9 

24.9 

4.7 

Total  

$62,389 

$9,838 

$8,621 

100.0% 

100.0% 

100.0% 

Source:  U.  S.  Commerce,  Labor,  and  Treasury  Departments. 


1 Tax  refunds  excluded. 

2 For  fiscal  year  1951. 

3 Included  in  general  sales  tax  collections. 

4 Includes  both  general  and  specific  sales  taxes. 

5 Includes  license  taxes. 


comes  or  purchases  in  the  retail  markets,  would 
have  the  double  advantage  of  providing  ample 
revenue  and  doing  it  in  such  a manner  that  the 
citizen  would  know  what  tax  he  was  paying  to 
help  support  the  public  schools,  public  assistance, 
and  other  General  Fund  functions. 

Relation  of  Federal  Taxes  to  State  and  Local 
Revenues 

The  sources  of  state  revenues  are  limited  to  a 
significant  extent  by  the  heavy  burdens  imposed  by 
the  federal  taxes  and  the  increasing  taxes  of  local 
governments.  The  federal  government  collected 
taxes  of  approximately  $62.4  billion,  exclusive 
of  social  security  taxes,  in  the  fiscal  year  ending 
June  30,  1952,  as  indicated  in  Table  29.  Of  this 
sum,  the  personal  income  tax  provided  $30.9 
billion,  or  49.6  percent,  at  rates  ranging  from 
22.2  to  92  percent. 

The  corporate  income  and  profits  taxes,  with 
rates  of  30  to  82  percent,  raised  $21.2  billion,  or 
33.9  percent  of  the  total. 

The  remaining  federal  tax  collections  were  ob- 
tained from  relatively  high  excises,  estate  and  gift 
taxes,  employment  taxes,  and  other  sources.  Sub- 


stantial revenues  were  raised  from  the  high  rate 
taxes  on  alcohol,  cigarettes,  and  gasoline.  The 
present  rates  of  the  major  federal  excise  taxes  are 
listed  below : 

Alcoholic  Beverages 

Distilled  spirits — $10.50  a gallon. 

Beer — $9  a barrel. 

Still  wines — $0.17  to  $2.25  a gallon,  according 
to  alcoholic  content. 

Liqueurs  and  cordials — $0.12  a half  pint. 
Sparkling  wines  and  champagne — $0.17  a half 
pint. 

Artificially  carbonated  wines — $0.12  a half 
pint. 

Amusements 

Admissions — 1 cent  for  each  5 cents. 

Box  seats  and  sales  outside  box  office — 20 
percent. 

Cabarets — 20  percent  of  charges. 

Club  dues  and  initiation  fees — 20  percent. 
Bowling  alleys — $20  yearly. 

Pool  and  billiard  tables — $20  a table  yearly. 
Transportation  and  Communication 
Passenger  transportation — 1 5 percent. 
Telephone  calls,  15  percent  and  25  percent. 
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Domestic  telegraph,  radio,  and  cable  messages 
— 15  percent. 

Leased  wires,  serviced — 8 percent.  Nonserviced 
— 25  percent. 

Furs,  Jewelry,  Toilet  Preparations,  Luggage, 
Light  Bulbs,  and  Tubes 

Furs,  jewelry,  and  toilet  preparations — 20  per- 
cent of  retail  price. 

Luggage,  handbags,  wallets,  etc. — 20  percent 
of  retail  price. 

Electric  bulbs  and  tubes — 20  percent  of  manu- 
facturer’s price. 

Cigarettes 

Package  of  twenty — $0.08. 

Gasoline 

Rate  per  gallon — $0.02. 

Manufacturers’  Excises — Miscellaneous  excises 
are  placed  upon  automobiles,  parts,  electric, 
gas,  and  oil  appliances,  firearms,  matches, 
musical  instruments,  etc.,  at  rates  which  are 
generally  10  to  20  percent  of  manufacturer’s 
price. 

As  one  examines  the  federal  tax  structure,  with 
its  numerous  revenues  imposed  at  emergency 
rates  because  of  the  Korean  conflict,  he  discovers 
that  few  major  tax  sources  are  left  to  the  state 
and  local  governments.  The  only  highly  produc- 
tive revenues  not  now  exploited  by  the  federal 
government  are  the  property  tax  and  the  general 
sales  tax,  as  indicated  by  the  data  in  Table  29. 
The  data  reveal  a substantial  overlapping  of 
federal  and  state  tax  revenue  sources. 

The  state  governments  lean  heavily,  consider- 
ing the  over-all  picture,  on  general  sales,  gasoline, 
personal  income,  and  corporate  income  taxes. 

The  local  governments  secure  nearly  nine- 
tenths  of  their  tax  revenues  from  property  taxes, 
but  in  recent  years,  where  conditions  permit, 
have  turned  to  general  sales,  income,  and  other 
taxes. 

There  is  a definite  and  continuing  need  for  the 
better  coordination  of  local,  state,  and  federal 
taxes  in  order  to  provide  adequate,  independent 
revenues  for  all  levels  of  government  in  the  most 
equitable  and  practicable  manner. 

Summary 

The  General  Fund  of  Pennsylvania  relies  pri- 
marily for  its  revenue  upon  the  general  corpora- 
tion taxes  on  net  income  and  capital  stock,  which 


together  with  the  corporate  bonus,  and  loans  taxes, 
are  to  furnish  47.5  percent  of  the  total  General 
Fund  revenues,  excluding  federal  aid,  in  the  1951- 
1953  biennium.  The  special  taxes  on  utilities,  in- 
surance companies,  and  banks  will  supply  7.6 
percent,  providing  a total  of  55.1  percent  of  the 
General  Fund  revenues  from  “business  taxes.” 

Consumer  taxes  on  alcoholic  beverages  and 
cigarettes,  supplemented  by  liquor  store  profits, 
are  to  yield  30.5  percent  of  the  total  General 
Fund  revenues.  The  inheritance  tax  will  add  6.2 
percent. 

As  compared  with  the  revenue  systems  of  other 
leading  states,  Pennsylvania  depends  heavily  upon 
her  high  corporation,  liquor,  cigarette,  and  inheri- 
tance taxes.  As  a result  of  the  acceleration  of  cor- 
poration income  tax  payments  in  the  year  1953, 
the  general  corporation  taxes  in  Pennsylvania  this 
year  will  yield  more  than  ever  and  place  the  Com- 
monwealth in  the  vanguard  in  taxing  corpora- 
tions. 

While  certain  revenue  sources  are  highly  ex- 
ploited in  Pennsylvania,  a comparison  of  the  tax 
systems  of  the  leading  states  indicates  the  absence 
of  a number  of  productive  revenue  sources  in  our 
state  tax  system. 

Among  the  48  states,  only  6 states,  including 
Pennsylvania,  have  neither  a general  personal  in- 
come nor  a sales  tax.  There  are  now  30  states 
with  general  personal  income  taxes,  including  29 
net  and  1 gross  income  tax,  33  states  with  some 
variety  of  general  sales  taxation,  and  21  states 
with  both  general  income  and  sales  taxes. 

Severance  taxes  provide  substantial  revenue  in 
several  states.  Neither  Pennsylvania  nor  any  of 
the  bordering  states,  however,  imposes  a sever- 
ance tax. 

Amusement  taxes,  generally  of  limited  appli- 
cation or  consisting  only  of  nominal  license 
charges,  are  levied  by  many  of  the  states  but 
usually  yield  little  revenue. 

There  are  now  23  states,  including  all  bordering 
states,  which  tax  betting  at  pari-mutuel  race 
tracks.  Some  of  the  states  raise  large  revenues 
from  this  source. 

Many  states  tax  soft  drinks,  with  nominal  li- 
cense charges  and  generally  without  producing 
much  revenue.  A few  states  obtain  revenue  of 
some  importance  from  excise  taxes  on  soft  drinks. 
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Property  and  per  capita  taxes  and  particularly 
the  latter,  are  usually  of  only  minor  revenue  sig- 
nificance to  state  governments. 

The  Commonwealth  revenue  problem  is  com- 
plicated by  the  necessity  of  competing  with  the 
federal  and  local  governments  for  revenue.  The 
federal  taxes  are  especially  numerous  and  heavy. 


The  conclusion  is  reached  that  the  available 
revenue  sources  are  limited.  The  history  of  tax- 
ation demonstrates  that  the  great  bulk  of  govern- 
mental revenue  is  derived  from  a relatively  few 
productive  sources.  Some  of  these  are  highly  de- 
veloped in  Pennsylvania,  others  are  not  utilized 
by  the  Commonwealth. 
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CHAPTER  III 


THE  PENNSYLVANIA  ECONOMY  AND 
THE  BURDEN  OF  STATE  AND  LOCAL  TAXES 


THE  TAX  revenues  of  a community  are 
derived  from  the  products  of  its  economy, 
that  is,  from  the  wealth  and  income  of  the 
people.  The  more  prosperous  a community  is,  the 
more  money  the  citizens  have,  not  only  for  their 
private  consumption  requirements,  but  also  to  meet 
the  expenses  of  their  governments.  The  mainte- 
nance of  high  and  growing  levels  of  personal  in- 
comes, savings,  and  expenditures  for  desirable 
consumer  goods  and  services  and  tax  payments, 
depends  upon  the  achievement  of  steadily  rising 
levels  of  employment,  investment,  and  production. 
In  appraising  present  state  and  local  tax  burdens 
in  Pennsylvania  and  other  comparable  states  and 
the  taxable  resources  of  our  economy,  it  will 
therefore  be  desirable  to  note  the  volume  of,  and 
the  trends  in,  the  major  types  of  economic  ac- 
tivity in  these  states. 

Pennsylvania  has  long  been  one  of  the  nation’s 
leading  industrial,  commercial,  agricultural,  and 
financial  states.  It  is  a state  which  is  still  grow- 
ing in  population,  income,  and  economic  activity. 
It  is  a state  which  can  be  proud  of  its  many  in- 
dustrial achievements,  of  its  commerce,  its  bank- 
ing and  financial  developments,  its  agriculture, 
its  large  and  effective  labor  supply,  and  its  busi- 
ness leadership.  It  is  also  a state  with  a rich  cul- 
tural heritage,  with  high  educational  attainments 
and  outstanding  accomplishments  in  the  arts  and 
religion. 

As  a mature  state,  on  the  other  hand,  the  rates 
of  growth  in  population,  income,  and  business 


have  tended  to  decline  somewhat  in  relation  to  the 
overall  economic  expansion  of  the  nation  and 
especially  that  of  the  newer  areas  to  the  West  and 
the  South.  This  may  be  accepted  as  a natural  de- 
velopment as  long  as  it  is  not  due  to  a lack  of 
intelligence  and  initiative  in  Pennsylvania  but  is 
to  be  attributed  instead  to  the  availability  of  un- 
developed natural  resources  in  other  areas.  While 
the  growth  of  a mature  state  may  be  somewhat 
slower  than  that  of  a young  state,  the  former 
need  not  become  a stagnant  comunity,  but  can 
continue  to  display  a dynamic  leadership  and  a 
satisfactory  expansion,  if  its  population  is  of  a 
high  quality,  blessed  with  vision  and  a willingness 
to  work  effectively  together,  and  it  has  a sub- 
stantial share  of  nature’s  physical  endowments. 

Pennsylvania  Population  Trends 

Looking  first  at  the  growth  of  our  population, 
Pennsylvania,  with  its  10,559,000  inhabitants  in 
1951,  ranked  after  New  York  and  California  in 
number  (See  Table  30).  Whereas  this  state  had 
8.3  percent  of  the  nation’s  population  in  1900, 
the  ratio  slowly  declined  to  7.5  percent  in  1940 
and  6.9  percent  in  1951  (Table  31).  Our  popula- 
tion increased  6.7  percent  from  1940  to  1951. 
The  nation's  population  increased  16.5  percent 
in  the  48  states.  California  had  a phenomenal  in- 
crease of  59.6  percent.  Among  the  group  of  15 
selected  states  with  largely  comparable  economies, 
our  rate  of  increase  exceeded  only  that  of  West 
Virginia.  As  over  the  country  generally,  our 
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POPULA  TION  EST/MA  TES  - 1951 


Table  30 


POPULATION  ESTIMATES,  1951 


Rank 

Population 

State 

Population 

Rank 

Percent  Increase  over 

State 

1940 

Per  cent 
Increase 

United  States,  Total 

. . 153,383,000 

United  States,  Total  

....  16.5% 

1st 

New  York  

. . 15,026,000 

1st 

California  

....  59.6 

2nd 

California  

. . 11,024,000 

2nd 

Maryland  

....  34.0 

3rd 

Pennsylvania  

. . 10,559,000 

3rd 

Virginia  

26  4 

4th 

Illinois 

. 8,820,000 

4th 

Michigan  

24.5 

5th 

Ohio  

. 8,063,000 

5th 

New  Jersey  

....  19.6 

6th 

Michigan  

. 6,545,000 

6th 

Connecticut  

....  19.3 

7th 

New  Jersey  

. 4,974,000 

7th 

Indiana 

....  17.7 

8th 

Massachusetts  

. 4,732,000 

8th 

Ohio  

....  16.7 

9th 

North  Carolina  

. 4,135,000 

9th 

North  Carolina 

....  15.8 

10th 

Indiana  

. 4,036,000 

10th 

Illinois  

....  11.8 

11th 

Wisconsin  

. 3,475,000 

11th 

New  York 

....  11.5 

12th 

Virginia  

. 3,385,000 

12th 

Wisconsin  

....  10.7 

13th 

Maryland  

. . 2,441.000 

13  th 

Massachusetts  

....  9.6 

14th 

Connecticut 

. 2,038,000 

14  th 

Pennsylvania 

6.7 

15th 

West  Virginia  

1,995,000 

15th 

West  Virginia 

4.9 

Source:  U.  S.  Bureau  of  the  Census,  Series  P-25,  No.  62,  1952. 


population  increased  relatively  more  in  nonurban 
areas  than  in  the  cities  (See  Appendix  III). 

Income  Trends 

With  $17.6  billion  of  income  payments  in  1951, 
Pennsylvania  again  ranked  third  in  this  respect, 
after  New  York  and  California  (Tables  32  and 
35).  In  per  capita  income,  however,  we  ranked 
tenth  among  the  15  selected  states  (Tables  32  and 
33).  The  ratio  of  our  income  payments  to  the 
total  of  the  nation  dropped  slowly  to  7.2  percent 
in  1951  (Table  36).  Our  total  income  payments 
increased  181.9  percent  from  1940  to  1951,  as 
compared  with  an  increase  of  220.3  percent  for 
the  nation.  Our  per  capita  income  payments  in 
1951  were  $1,663,  as  compared  with  a national 
average  of  $1,584  (Table  33).  They  increased 
165.7  percent  from  1940  to  1951,  whereas  the  aver- 
age per  capita  income  payments  for  the  country 
increased  175.5  percent.  Comparisons  of  national 
trends  reveal  that  while  Pennsylvania  ranks  third 
among  the  48  states  in  total  income  and  popula- 


tion, our  income  per  capita  is  lower  than  that  of 
many  other  states.  In  1951,  we  ranked  seventeenth 
among  the  48  states  in  income  per  capita. 

The  importance  of  manufacturing  in  Pennsyl- 
vania is  indicated  by  the  fact  that  in  1951  we 
derived  31.2  percent  of  our  total  income  pay- 
ments from  manufacturing  pay  rolls.  Six  other 
states  in  the  group  of  15  obtained  a higher  per- 
cent. At  the  top  was  Michigan,  with  41.6  percent. 
In  Pennsylvania,  trade  and  service  income 
amounted  to  24.3  percent  of  the  total.  Again,  six 
other  states  had  a higher  ratio.  Seven  states  had 
higher  ratios  of  income  payments  from  govern- 
ment sources.  Only  four  had  lower  ratios  of  in- 
come from  agriculture.  In  the  ratio  of  income 
from  miscellaneous  sources,  we  ranked  third  after 
West  Virginia  and  New  York.  The  distribution 
of  income  payments  indicates  that  our  income 
is  obtained  from  a diversity  of  sources,  of  which 
manufacturing  pay  rolls  is  the  largest  (See  Ap- 
pendix III). 
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CHART  11 


Table  31 


POPULATION  OF  15  SELECTED  STATES,  1900-1951 


(In  thousands) 


1900 

1910 

1920 

1930 

1940 

1950 

1951 

United  States,  Total  .... 

75,995 

91,972 

105,711 

122,775 

131,669 

150,697 

153,383 

California 

1,485 

2,378 

3,427 

5,677 

6,907 

10,586 

11,024 

Connecticut  

908 

1,115 

1,381 

1,607 

1,709 

2,007 

2,038 

Illinois  

4,822 

5,639 

6,485 

7,631 

7,897 

8,712 

8,820 

Indiana 

2,516 

2,701 

2,930 

3,239 

3,428 

3,934 

4,036 

Maryland  

1,188 

1,295 

1,450 

1,632 

1,821 

2,343 

2,441 

Massachusetts  

2,805 

3,366 

3,852 

4,250 

4,317 

4,691 

4,732 

Michigan  

2,421 

2,810 

3,668 

4,842 

5,256 

6,372 

6,545 

New  Jersey 

1,884 

2,537 

3,156 

4,041 

4,160 

4,835 

4,974 

New  York 

7,269 

9,114 

10,385 

12,588 

13,479 

14,830 

15,026 

North  Carolina 

1,894 

2,206 

2,559 

3,170 

3,572 

4,062 

4,135 

Ohio  

4,158 

4,767 

5,759 

6,647 

6,908 

7,947 

8,063 

Pennsylvania  

6,302 

7,665 

8,720 

9,631 

9,900 

10,498 

10,559 

Virginia  

1,854 

2,062 

2,309 

2,422 

2,678 

3,319 

3,385 

West  Virginia 

959 

1,221 

1,464 

1,729 

1,902 

2,006 

1,995 

Wisconsin  

2,069 

2,334 

2,632 

2,939 

3,138 

3,435 

3.475 

United  States,  Total  

(Percent  of  U. 
100.0%  100.0% 

S.  Total) 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

California 

2.0 

2.6 

3.2 

4.6 

5.2 

7.0 

7.2 

Connecticut  

1.2 

1.2 

1.3 

1.3 

1.3 

1.3 

1.3 

Illinois  

6.3 

6.1 

6.1 

6.2 

6.0 

5.8 

5.8 

Indiana 

3.3 

2.9 

2.8 

2.6 

2.6 

2.6 

2.6 

Maryland  

1.6 

1.4 

1.4 

1.3 

1.4 

1.6 

1.6 

Massachusetts  

3.7 

3.7 

3.6 

3.5 

3.3 

3.1 

3.1 

Michigan  

3.2 

3.0 

3.5 

3.9 

4.0 

4.2 

4.3 

New  Jersey  

2.5 

2.8 

3.0 

3.3 

3.2 

3.2 

3.2 

New  York 

9.6 

9.9 

9.8 

10.2 

10.2 

9.8 

9.8 

North  Carolina 

2.5 

2.4 

2.4 

2.6 

2.7 

2.7 

2.7 

Ohio  

5.5 

5.2 

5.4 

5.4 

5.2 

5.3 

5.3 

Pennsylvania  • 

8.3 

8.3 

8.2 

7.8 

7.5 

7.0 

6.9 

Virginia  

2.4 

2.2 

2.2 

2.0 

2.0 

2.2 

2.2 

West  Virginia 

1.3 

1.3 

1.4 

1.4 

1.4 

1.3 

1.3 

Wisconsin  

2.7 

2.5 

2.5 

2.4 

2.4 

2.3 

2.3 

Source:  U.  S.  Bureau  of  the  Census.  The  data  for  1951  are  estimates. 
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Table  32 

INCOME  PAYMENTS  TO  INDIVIDUALS,  1951 


Total  Income  Payments 


Rank 

State 

Amount 

Rank 

State 

Percent 
Increase 
Over  1940 

United  States,  Total  

$242,947 

United  States,  Total  

220.3% 

1st 

New  York 

30,555 

1st 

North  Carolina 

284.6 

2nd 

California  

21,306 

2nd 

California  

280.1 

3rd 

Pennsylvania  . . 

17,552 

3rd 

Virginia  

263.7 

4th 

Illinois  

17,001 

4th 

Indiana  

258.2 

5th 

Ohio  

14,509 

5th 

Wisconsin  

245.9 

6th 

Michigan  

11,352 

6th 

Michigan  

231.4 

7th 

New  Jersey  

8,813 

7th 

Ohio  

226.2 

8th 

Massachusetts  

8,223 

8th 

Maryland  

217.1 

9th 

Indiana  

6,655 

9th 

West  Virginia 

208.3 

10th 

Wisconsin  

5,610 

10th 

Illinois  

196.2 

11th 

North  Carolina  

4,350 

11th 

Connecticut  

187.3 

12th 

Virginia  

4,099 

12  th 

Pennsylvania  

181.9 

13th 

Connecticut  

4,071 

13  th 

New  Jersey 

180.8 

14th 

Maryland  

3,875 

14  th 

New  York 

158.3 

15th 

West  Virginia 

2,343 

15th 

Massachusetts  

148.5 

Per  Capita  Income  Payments 


Rank 

State 

Amount 

Rank 

State 

Percent 
Increase 
Over  1940 

United  States,  Total  

$1,584 

United  States,  Total  

175.5% 

1st 

Connecticut  

1,999 

1st 

North  Carolina  

232.9 

2nd 

New  York 

1,996 

2nd 

Wisconsin  

212.8 

3rd 

California 

1,933 

3rd 

Indiana  

204.2 

4th 

Illinois  

1,928 

4th 

West  Virginia 

194.9 

5th 

New  Jersey  

1,885 

5th 

Virginia  

190.4 

6th 

Ohio  

1,799 

6th 

Ohio  

180.2 

7th 

Massachusetts  

1,738 

7th 

Michigan  

167.5 

8th 

Michigan  

1,734 

8th 

Pennsylvania  

165.7 

9th 

Maryland  

1,714 

9th 

Illinois  

165.2 

10th 

Pennsylvania  

1,663 

10th 

Maryland  

142.1 

11th 

Indiana 

1,649 

11th 

Connecticut  

141.7 

12th 

Wisconsin  

1,614 

12th 

California  

140.7 

13th 

Virginia  

1,295 

13th 

New  Tersey 

134.7 

14th 

West  Virginia 

1,174 

14th 

New  York 

131.3 

15th 

North  Carolina 

1,052 

15th 

Masachusetts  

127.5 

Source:  U.  S.  Department  of  Commerce, “Survey  of  Current  Business,”  August  1952. 
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Table  33 


PER  CAPITA  INCOME  PAYMENTS  TO  INDIVIDUALS,  1930-1951 


1930 

1935 

1940 

1945 

1950 

1951 

United  States,  Total  

$ 596 

$ 460 

$ 575 

$1,191 

$1,439 

$1,584 

California  

854 

617 

803 

1,466 

1,758 

1,933 

Connecticut  

830 

659 

827 

1,483 

1,776 

1,999 

Illinois  

772 

543 

727 

1,416 

1,756 

1,928 

Indiana 

491 

392 

542 

1,199 

1,455 

1,649 

Maryland  

651 

524 

708 

1,272 

1,555 

1,714 

Massachusetts  

825 

634 

764 

1,339 

1,604 

1,738 

Michigan  

608 

524 

648 

1,260 

1,583 

1.734 

New  Jersey  

869 

630 

803 

1,474 

1,710 

1,885 

New  York  

1,023 

743 

863 

1,641 

1.875 

1,996 

North  Carolina  

255 

270 

316 

757 

956 

1.052 

Ohio  

638 

507 

642 

1,326 

1,584 

1,799 

Pennsylvania  

688 

510 

626 

1,264 

1,532 

1,663 

Virginia  

367 

347 

446 

940 

1,146 

1.295 

West  Virginia 

393 

342 

398 

875 

1,051 

1,174 

Wisconsin  

539 

413 

516 

1,184 

1,434 

1,614 

Source:  U.  S.  Department  of  Commerce,  “Survey  of  Current  Business,”  August  1952. 


Table  34 

PER  CAPITA  INCOME  PAYMENTS  TO  INDIVIDUALS,  1930-1951 


(Percent  of  U.  S.  Total) 


1930 

1935 

1940 

1945 

1950 

1951 

United  States,  Total  . 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

California  

143.3 

134.1 

139.7 

123.1 

122.2 

122.0 

Connecticut  

139.3 

143.3 

143.8 

124.5 

123.4 

126.2 

Illinois  

129.5 

118.0 

126.4 

118.9 

122.0 

121.7 

Indiana  

82.4 

85.2 

94.3 

100.7 

101.1 

104.1 

Maryland  

109.2 

113.9 

123.1 

106.8 

108.1 

108.2 

Masachusetts  

138.4 

137.8 

132.9 

112.4 

111.5 

109.7 

Michigan  

102.0 

113.9 

112.7 

105.8 

110.0 

109.5 

N ew  J ersey  

145.8 

136.9 

139.7 

123.8 

118.8 

119.0 

New  York  

171.6 

161.5 

150.1 

137.8 

130.3 

126.0 

North  Carolina  . . . . 

42.9 

58.7 

54.9 

63.6 

66.4 

66.4 

Ohio  

107.0 

110.2 

111.7 

111.3 

110.1 

113.6 

Pennsylvania 

115.4 

110.9 

108.9 

106.1 

106.5 

104.9 

Virginia  

61.6 

75.4 

77.6 

78.9 

79.6 

81.8 

West  Virginia 

65.9 

74.3 

69.2 

73.5 

73.0 

74.1 

Wisconsin 

90.4 

89.8 

89.7 

99.4 

99.7 

101.9 

Source:  U.  S.  Department  of  Commerce,  “Survey  of  Current  Business,”  August  1952. 
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Table  35 

INCOME  PAYMENTS  TO  INDIVIDUALS,  1930-1951 


(In  millions) 


1930 

1935 

1940 

1945 

1950 

1951 

United  States,  Total 

$73,325 

$58,558 

$75,852 

$157,190 

$217,672 

$242,947 

California  

4,878 

3,904 

5,606 

13,882 

18,609 

21,306 

Connecticut  

1,337 

1,096 

1,417 

2,604 

3,572 

4,071 

Illinois  

5,903 

4,222 

5,740 

10,849 

15,397 

17,001 

Indiana  

1,595 

1,312 

1,858 

4,113 

5,768 

6,655 

Maryland  

1,036 

871 

1,222 

2,537 

3,417 

3,875 

Massachusetts  

3,512 

2,757 

3,309 

5,606 

7,545 

8,223 

Michigan  

2,940 

2,469 

3,425 

6,902 

10,158 

11,352 

New  Jersey 

3,081 

2,361 

3,138 

5,797 

7,786 

8,813 

New  York 

13,346 

9,941 

11,830 

20,647 

28,415 

30,555 

North  Carolina  . . . . 

812 

915 

1,131 

2,651 

3,887 

4,350 

Ohio  

4,251 

3,447 

4,448 

9,122 

12,618 

14,509 

Pennsylvania 

6,638 

4,989 

6,225 

11,469 

16,141 

17,552 

Virginia  

860 

849 

1,127 

2,679 

3,556 

4,099 

West  Virginia 

682 

623 

760 

1,497 

2,117 

2,343 

Wisconsin  

1,587 

1,258 

1,622 

3,488 

4,936 

5,610 

Source:  U.  S.  Department  of  Commerce,  “Survey  of  Current  Business,”  August  1952. 

Table  36 

INCOME  PAYMENTS  TO  INDIVIDUALS,  1930-1951 
(Percent  of  U.  S.  Total) 

1930 

1935 

1940 

1945 

1950 

1951 

United  States,  Total 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

California  

6.7% 

6.7% 

7.4% 

8.8% 

8.5% 

8.8% 

Connecticut  

1.8 

1.9 

1.9 

1.7 

1.6 

1.7 

Illinois  

8.1 

7.2 

7.6 

6.9 

7.1 

7.0 

Indiana 

2.2 

2.2 

2.4 

2.6 

2.6 

2.7 

Maryland  

1.4 

1.5 

1.6 

1.6 

1.6 

1.6 

Massachusetts  

4.8 

4.7 

4.4 

3.6 

3.5 

3.4 

Michigan  

4.0 

4.2 

4.5 

4.4 

4.7 

4.7 

New  Jersey 

4.2 

4.0 

4.1 

3.7 

3.6 

3.6 

New  York 

18.2 

17.0 

15.6 

13.1 

13.0 

12.6 

North  Carolina  .... 

1.1 

1.6 

1.5 

1.7 

1.8 

1.8 

Ohio 

5.8 

5.9 

5.9 

5.8 

5.8 

6.0 

Pennsylvania 

9.1 

8.5 

8.2 

7.3 

7.4 

7.2 

Virginia  

1.2 

1.4 

1.5 

1.7 

1.6 

1.7 

West  Virginia 

0.9 

1.1 

1.0 

1.0 

1.0 

1.0 

Wisconsin  

2.2 

2.1 

2.1 

2.2 

2.3 

2.3 

Source:  U.  S.  Department  of  Commerce,  “Survey  of  Current  Business,’’  August  1952. 
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Table  37 


TRENDS  IN  INDUSTRIAL  DEVELOPMENT,  1899-1951 
As  Indicated  by  Changes  in  “Value  Added  by  Manufacture”* 


(In  millions) 


1899 

1909 

1919 

1929 

1939 

1947 

1949 

1951 

United  States,  Total  ** 

$4,831 

$8,529 

$24,901 

$31,885 

$24,487 

$74,426 

$75,367 

$102,086 

California  

92 

205 

742 

1.349 

1,123 

3,995 

4.168 

6,133 

Connecticut  

145 

233 

704 

806 

690 

1,897 

1,674 

2,584 

Illinois  

439 

758 

1.929 

2,930 

2,187 

6,680 

6,899 

8,836 

Indiana  

142 

245 

722 

1.136 

965 

2,978 

3,059 

4,278 

Maryland  

82 

117 

322 

422 

421 

1,138 

1,203 

1,603 

Massachusetts  

409 

660 

1,747 

1,711 

1,181 

3,370 

3,193 

4,025 

Michigan  

144 

316 

1,545 

2,067 

1,794 

5,196 

5,770 

7,858 

New  jersey  

218 

425 

1,398 

1,771 

1,518 

4,177 

4,206 

5,311 

New  York  

853 

1,513 

3,909 

4,974 

3,314 

9,667 

9,528 

11,934 

North  Carolina  

40 

95 

414 

693 

544 

1,647 

1,628 

1,948 

Ohio  

339 

614 

2,183 

2,890 

2,116 

6,359 

6,413 

9,396 

Pennsylvania 

692 

1,044 

3,093 

3,431 

2,477 

6,947 

6,941 

9,421 

Virginia  

49 

94 

271 

380 

376 

1.052 

1 ,085 

1,448 

West  Virginia 

30 

69 

200 

25  2 

213 

664 

720 

1.036 

Wisconsin  

141 

244 

716 

950 

682 

2,261 

2,361 

3,175 

Source:  U.  S.  Department  of  Commerce,  “Census  of  Manufactures,”  1947,  and  “Annual  Survey  of 
Manufactures,”  1949  and  1950. 


* Represents  value  of  products  less  cost  of  materials,  supplies,  fuel,  electricity  and  contract  work. 

**  The  amounts  shown  as  U.  S.  Totals  for  1899-1929  represent  the  addition  of  State  figures  given  in 
Table  4 of  the  “Census  of  Manufactures,  1947.” 


Looking  at  the  shares  of  income  payments  by 
type  of  income  in  1951,  the  great  preponderance 
of  the  Pennsylvania  total  of  $17.6  billion,  or 
$12.6  billion,  came  from  wages  and  salaries.  This 
was  over  two-thirds  of  the  total.  The  income  of 
proprietors  was  $2.2  billion  and  that  of  property 
owners  was  $1.8  billion.  We  received  7.7  percent 
of  the  wages  and  salaries  of  the  nation  as  com- 
pared with  5.3  percent  of  proprietors’  income,  7.1 
percent  of  property  income  and  7.2  percent  of 
the  aggregate  income  payments  (See  Appendix 
III).' 

Output  of  Manufacturing 

For  many  years  Pennsylvania  has  ranked  sec- 
ond among  the  states  after  New  York  in  the 
aggregate  value  of  manufacturing  output  as  indi- 
cated by  value  added  in  production.  The  ratio  of 
value  added  in  Pennsylvania  to  the  United  States 
total,  like  that  of  New  York,  Massachusetts,  and 


other  mature  Eastern  states,  has  been  declining, 
however.  By  1951  the  Pennsylvania  ratio  had 
fallen  from  14.3  percent  in  1899  to  9.2  percent. 
In  that  period  the  Ohio  ratio  climbed  from  7.0 
to  9.2  percent  and  that  of  Indiana  from  2.9  to  4.2 
percent.  That  of  Michigan  rose  from  3.0  to  7.7 
percent.  The  Pennsylvania  position  as  the  second 
largest  manufacturing  state  in  the  nation  is  thus 
being  threatened  by  other  faster  growing  manu- 
facturing states  and  is  practically  equalled  by 
Ohio.  (Tables  37,  38  and  39).  A review  of  the 
trends  in  the  number  of  production  workers  in 
manufacturing  in  the  various  states  also  indi- 
cates that  Pennsylvania  has  been  maintaining  a 
second  place  position  after  New  York,  but  that 
other  states  have  been  tending  to  catch  up  with 
us.  Pennsylvania  had  14.7  percent  of  such 
workers  in  1899.  By  1951  the  percentage  of  the  to- 
tal had  fallen  to  9.9  percent.  (See  Appendix  III). 
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Table  38 


INDUSTRIAL  DEVELOPMENT 

As  Measured  by  Increase  in  “Value  Added  by  Manufacture” 

(In  millions) 

1939  TO  1947 


Rank 

State 

Total 

Increase 

Rank 

State 

Percent 

Increase 

United  States,  Total  

$49,939 

United  States,  Total  

203.9% 

1st 

New  York  

6,353 

1st 

California  

255.7 

2nd 

Illinois  

4,493 

2nd 

Wisconsin  

231.5 

3rd 

Pennsylvania  

4,470 

3rd 

West  Virginia 

211.7 

4th 

Ohio  

4,243 

4th 

Indiana  

208.6 

5 th 

Michigan  

3,402 

5 th 

Illinois  

205.4 

6th 

California  

2^872 

6th 

North  Carolina  

202.8 

7th 

New  Jersey  

2,659 

7th 

Ohio  

200.5 

8th 

Massachusetts  

2,189 

8th 

New  York  

191.7 

9th 

Indiana  

2,013 

9th 

Michigan  

189.6 

10th 

Wisconsin  

1,579 

10th 

Massachusetts  

185.4 

11th 

Connecticut  

1,207 

11th 

Pennsylvania  

180.5 

12th 

North  Carolina  

1,103 

12th 

Virginia  

179.8 

13  th 

Maryland  

717 

13  th 

New  Jersey  

175.2 

14th 

Virginia  

676 

14th 

Connecticut  

174.9 

15th 

West  Virginia 

451 

15th 

Maryland  

170.3 

1947  to  1951 


United  States,  Total  

$27,660 

United  States,  Total  

37.2% 

1st 

Ohio  

3,037 

1st 

West  Virginia  

56.0 

2nd 

Michigan  

2,662 

2nd 

California  

53.5 

3rd 

Pennsylvania  

2,474 

3rd 

Michigan  

51.2 

4th 

New  York  

2,267 

4th 

Ohio  

47.8 

5 th 

Illinois  

3,156 

5th 

Indiana  

43.7 

6th 

California  

2,138 

6th 

Maryland  

40.9 

7th 

Indiana  

1,300 

7th 

Wisconsin  

40.4 

8th 

New  Jersey  

1,134 

8th 

Virginia  

37.6 

9th 

Wisconsin  

914 

9th 

Connecticut  

36.2 

10th 

Connecticut  

687 

10  th 

Pennsylvania  

35.6 

11th 

Massachusetts  

655 

11th 

Illinois  

32.3 

12th 

Maryland  

465 

12th 

New  Jersey  

27.1 

13  th 

Virginia  

396 

13  th 

New  York  

23.5 

14  th 

West  Virginia  

372 

14  th 

Massachusetts  

19.4 

15th 

North  Carolina  

301 

15th 

North  Carolina 

18.3 

Source:  See  Table  37. 
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Table  39 

TRENDS  IN  INDUSTRIAL  DEVELOPMENT,  1899-1951 


As  Indicated  by  Changes  in  “Value  Added  by  Manufacture" 


(Percent 

of  U.  1 

5.  Total) 

1899 

1909 

1919 

1929 

1939 

1947 

1949 

1951 

United  States,  Total 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

California  

1.9 

2.4 

3.0 

4.2 

4.6 

5.4 

5.5 

6.0 

Connecticut  

3.0 

2.7 

2.8 

2.5 

2.8 

2.5 

2.2 

2.5 

Illinois  

9.1 

8.9 

7.7 

9.2 

8.9 

9.0 

9.2 

8.7 

Indiana  

2.9 

2.9 

2.9 

3.6 

3.9 

4.0 

4.1 

4.2 

Maryland 

1.7 

1.4 

1.3 

1.3 

1.7 

1.5 

1.6 

1.6 

Massachusetts 

8.5 

7.7 

7.0 

5.4 

4.8 

4.5 

4.2 

3.9 

Michigan  

3.0 

3.7 

6.2 

6.5 

7.3 

7.0 

7.7 

7.7 

New  Jersey 

4.5 

5.0 

5.6 

5.6 

6.2 

5.6 

5.6 

5.2 

New  York 

17.6 

17.7 

15.7 

15.6 

13.5 

13.0 

12.6 

11.7 

North  Carolina  . . . 

0.8 

1.1 

1.7 

2.2 

2.2 

2.2 

2.2 

1.9 

Ohio  

7.0 

7.2 

8.8 

9.1 

8.6 

8.5 

8.5 

9.2 

Pennsylvania  .... 

14.3 

12.2 

12.4 

10.8 

10.1 

9.3 

9.2 

9.2 

Virginia  

1.0 

1.1 

1.1 

1.2 

1.5 

1.4 

1.4 

1.4 

West  Virginia  .... 

0.6 

0.8 

0.8 

0.8 

0.9 

0.9 

1.0 

1.0 

Wisconsin  

2.9 

2.9 

2.9 

3.0 

2.8 

3.0 

3.1 

3.1 

Source:  See  Table  37. 

For  footnotes,  see 

Table  37. 

MANUFACTURERS’ 

Table  40 

EXPENDITURES  FOR  NEW  PLANT  AND  NEW  EQUIPMENT,  1951 
(In  thousands) 

State 

Total  Expenditures 

New  Structures 
and  Additions 
to  Plant 

New  Machinery 
and  Equipment 

Amount 

Percent 
of  Total 

Amount 

Percent 
of  Total 

Amount 

Percent 
of  Total 

United  States,  Total  . . 

$7,781,731 

100.0% 

$2,593,220 

100.0% 

$5,188,511 

100.0% 

California  

493,756 

6.3 

193,738 

7.5 

478,985 

9.2 

Connecticut  

150,576 

1.9 

43,147 

1.6 

107.429 

2.1 

Illinois  

509,046 

6.5 

181,068 

7.0 

327,978 

6.3 

Indiana  

357,554 

4.6 

127,306 

4.9 

230.248 

4.4 

Maryland  

100,329 

1.3 

28,765 

1.1 

71,564 

1.4 

Massachusetts  

172,920 

2.2 

41.311 

1.6 

131,609 

2.5 

Michigan  

588.487 

7.6 

188,792 

7.3 

399,695 

7.7 

New  Jersey  

363.399 

4.7 

118,536 

4.6 

244,863 

4.7 

New  York  

542,114 

7.0 

154,949 

6.0 

387,165 

7.5 

North  Carolina 

165.786 

2.1 

46,932 

1.8 

118,854 

2.3 

Ohio  

806,752 

10.4 

271,482 

10.5 

535.270 

10.3 

Pennsylvania  

837,574 

10.8 

321,765 

12.4 

515,809 

9.9 

Virginia  

127,952 

1.6 

36,922 

1.4 

91.030 

1.7 

West  Virginia  

113,356 

1.5 

30,104 

1.2 

83,252 

1.6 

Wisconsin  

195,057 

2.5 

70.488 

2.7 

124,569 

2.4 

Source:  U.  S.  Bureau  of  Census,  “Annual  Survey  of  Manufactures’’  1951. 
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Table  42 


SALES  OF  RETAIL  STORES,  1929,  1939,  1948,  AND  1951 

(In  millions) 


1929 

1939 

1948 

1951 

Amount 

Percent 
of  Total 

Amount 

Percent 

of  Total  Amount 

Percent 

of  Total  Amount 

Percent 
of  Total 

United  States,  Total  . 

$48,330 

100.0  % 

$42,042 

100.0% 

$130,520 

100.0% 

$151,235 

100.0% 

California  

3.143 

6.5 

3,188 

7.6 

11,020 

8.4 

12,428 

8.2 

Connecticut  

758 

1.6 

717 

1.7 

1,975 

1.5 

2,370 

1.6 

Illinois  

3,658 

7.6 

2,858 

6.8 

8,805 

6.7 

9,729 

6.4 

Indiana  

1,200 

2.5 

1,066 

2.5 

3,532 

2.7 

3,982 

2.6 

Maryland  

611 

1.3 

619 

1.5 

1.915 

1.5 

2,185 

1.4 

Massachusetts  

2,032 

4.2 

1,738 

4.1 

4.302 

3.3 

5,060 

3.3 

Michigan  

2,202 

4.6 

1,821 

4.3 

5,950 

4.6 

7,527 

5.0 

N ew  I ersey  

1,811 

3.7 

1,580 

3.8 

4,479 

3.4 

5,295 

3.5 

New  York  

6,969 

14.4 

5,578 

13.2 

14,626 

11.2 

17,254 

11.4 

North  Carolina  

642 

1.3 

633 

1.5 

2,249 

1.7 

2,876 

1.9 

Ohio  

2,829 

5.9 

2,441 

5.3 

7,373 

5.6 

8,346 

5.5 

Pennsylvania  

3,748 

7.8 

3,133 

7.4 

9,069 

6.9 

10,563 

7.0 

Virginia  

592 

1.2 

628 

1.5 

2,227 

1.7 

2,398 

1.6 

West  Virginia  

441 

0.9 

404 

1.0 

1,288 

1.0 

1,289 

0.9 

Wisconsin  

1,222 

2.5 

1,065 

2.5 

3,241 

2.5 

3,601 

2.4 

Source:  U.  S.  Bureau  of  the  Census,  “Census  of  Business,  1948,”  and  Sales  Management,  “Survey  of 
Buying  Power,  May  1952.” 


Other  Economic  Activity 

Pennsylvania  is  a leading  state  in  expenditures 
for  new  manufacturing  structures,  plant  additions, 
machinery,  and  equipment.  In  1951,  the  total  of 
such  expenditures  was  $837.6  million,  an  outlay 
greater  than  that  of  any  other  state  (Table  40). 

On  private  construction  in  1951,  Pennsylvania 
expended  $1,337.2  million.  Only  California  and 
New  York  spent  greater  sums.  On  public  con- 
struction that  year,  Pennsylvania  expended  $484.9 
million,  ranking  after  California  and  New  York 
(Table  41). 

In  volume  of  retail  sales  Pennsylvania  ranks 
third  among  the  states.  New  York  and  California 


rank  first  and  second  respectively  (Table  42). 
In  total  farm  output  and  income  we  are  exceeded 
by  several  states.  In  1951  our  rank  was  eighth 
in  total  cash  receipts  from  farming  (Table  43). 

Without  going  into  needless  detail  here  in  a 
study  concerned  primarily  with  tax  problems, 
it  may  be  stated  that  Pennsylvania  has  long  held 
an  enviable  position  of  leadership  in  manufactur- 
ing and  other  economic  activities.  Additional  eco- 
nomic statistics  will  be  found  in  Appendix  III. 
Our  position  in  total  output  and  employment  is 
being  challenged,  however,  by  other  states  with 
faster  growing  populations,  industries,  and 
markets. 
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Table  43 

FARM  INCOME,  1950  and  1951 
(In  thousands) 


Cash  Receipts  From  Farming,  1950 


State 

Livestock 

Products 

Crops 

i 

Total 

Government 

Payments 

Total 

- Estimated 
Income 
1951 

California  

. ...  $ 837,502 

$1,483,939 

$2,321,441 

$13,641 

$2,335,082 

$2,634,000 

Connecticut  

94,540 

48,832 

143,372 

515 

143,887 

172,200 

Illinois  

1,051,808 

686,261 

1,738,069 

10,139 

1,748,208 

2,071,600 

Indiana  

705,522 

270,633 

976,155 

5,666 

981,821 

1,184,000 

Maryland  

160,975 

76,261 

237,236 

1,284 

238,520 

278,100 

Massachusetts  

118,427 

55,530 

173,957 

559 

174,516 

211,500 

Michigan  

407,517 

252,320 

659,837 

7,165 

667,002 

788,400 

New  Jersey  

187,534 

102,696 

290,230 

911 

291,141 

358,900 

New  York  

587,612 

223,252 

810,864 

5,737 

816,601 

970,900 

North  Carolina  

146,707 

648,796 

795,503 

8,800 

804,303 

893,600 

Ohio  

623,413 

279,999 

903,412 

7,311 

910,723 

1,082,800 

Pennsylvania 

558,497 

173,937 

732,434 

6,282 

738,716 

885,700 

Virginia  

219,173 

217,166 

436,339 

4,956 

441,295 

523,400 

West  Virginia  

89,879 

25,974 

115,853 

2,050 

117,903 

135,600 

Wisconsin  

851,737 

117,173 

968,910 

7,698 

976,608 

1,222,700 

Source:  U.  S.  Bureau  of  Census,  “Agricultural  Statistics,  1951.”  Estimated  income  for  1951  reflects 
gross  cash  farm  income  as  estimated  by  Sales  Management  in  its  “Survey  of  Buying  Power,  May 
1952,”  based  on  projections  for  first  10  months  of  1951  by  U.  S.  Bureau  of  Agricultural  Economics. 


The  Tax  Burden  in  Pennsylvania  and 
Other  States 

Comparisons  have  been  made  of  economic  ac- 
tivity and  trends  in  Pennsylvania  and  other  lead- 
ing states.  The  statistical  data  used  in  the  brief 
analysis  are  summarized  in  the  attached  tables. 
It  will  also  be  desirable  to  compare  (1)  the 
total  state  and  local  tax  collections  and  liquor 
store  profits  in  these  states,  (2)  the  per  capita  dis- 
tribution of  those  revenues  among  the  state  popu- 
lations, (3)  the  ratios  of  those  revenues  to  the  in- 
come payments  of  these  states  and  other  measures 
of  economic  activity  and  resources,  and  (4)  the 
distribution  of  total  state  and  local  tax  collections 
among  the  major  sources  of  tax  revenues,  par- 
ticularly those  employed  for  state  general  fund 
and  local  government  purposes.  In  this  manner 
some  indication  of  comparable  tax  burdens  may 
be  provided. 

Before  analyzing  the  statistical  data,  it  should 
be  noted  that  comparisons  of  state  and  local  tax 
burdens  are  necessarily  subject  to  a number  of 
limitations.  Complete  local  tax  collection  data, 
unfortunately,  are  not  available  for  recent  years. 
Some  comparisons  may  be  made  for  the  fiscal 


year  1951  largely  on  the  basis  of  estimated  col- 
lections of  local  taxes. 

Income  data,  like  other  estimates  of  state 
economic  activity,  are  subject  to  errors  of  calcu- 
lation and  some  margin  must  be  allowed  for 
these  errors.  The  comparisons  are  also  made  in 
dollars  with  a purchasing  power  varying  some- 
what from  state  to  state  at  a given  time.  Neither 
total  income  payments  in  a state  nor  the  per 
capita  income  payments  show  the  actual  income 
of  each  individual  and  family,  the  number  of 
dependents,  the  savings  or  other  measures  of 
economic  resources,  and  the  responsibilities  of 
particular  taxpayers. 

A comparison  of  the  total  and  per  capita  taxes 
collected  in  the  various  states  does  not  reveal 
the  incidence  of  the  taxes  employed  on  those  who 
finally  pay  them,  after  any  shifting  has  been  com- 
pleted. Some  taxes  may  be  shifted  by  those  from 
whom  governments  collect  them  to  other  persons 
through  price  adjustments,  while  other  taxes  are 
absorbed.  Neither  the  total  nor  the  per  capita 
tax  collections  show  whether  certain  taxpayers, 
such  as  the  consumers  of  alcohol  or  cigarettes  or 
the  owners  of  corporations,  are  paying  more  or 


68 


less  than  their  fair  share  of  the  cost  of  govern- 
ment, because  they  reveal  nothing  about  the  dis- 
tribution of  the  total  tax  load.  It  is  necessary  to 
note  the  particular  taxes  imposed  at  the  state  and 
local  levels  and  what  their  rates  and  other  features 
are  if  we  are  to  compare  the  actual  tax  burdens 
on  actual  taxpayers.  Only  in  this  way  can  the 
economic  effects  of  the  various  taxes  be  deter- 
mined. 

Not  all  of  the  taxes  collected  by  a state  or 
local  government  fall  upon  the  residents  of  the 
community.  Some  of  them  are  paid  by  non- 
resident purchasers,  employes,  and  investors 
who  are  active  in  the  taxing  area.  Some  taxes 
may  also  be  shifted  outside  the  community 
through  the  processes  of  production  and  trade. 
On  the  other  hand,  the  residents  of  Pennsylvania 
may  purchase  commodities,  be  employed,  or  in- 
vest, in  areas  outside  the  state,  and  pay  various 
taxes  in  other  states.  Neither  the  total  nor  the 
per  capita  tax  collections  will  show  exactly  what 
taxes  are  paid  by  the  residents  of  each  state. 

Since  taxes  are  paid  to  finance  public  services, 
the  net  burden  of  a tax  on  those  who  finally  pay  it 
can  not  be  known  until  a comparison  can  be 
made  of  the  benefits  received  from  governments 
with  the  taxes  paid  for  the  services  obtained. 
One  individual  may  receive  benefits  from  public 
services  far  greater  in  value  than  the  sum  he  has 
sacrificed  in  taxation.  Another  may  receive  little 
or  no  direct  benefit  from  a particular  tax  payment. 
The  burden  of  taxation,  in  the  last  analysis,  must 
therefore  be  related  to  each  individual  and  his 
gains  and  losses  from  government.  It  eventually 
becomes  too  indefinite  for  exact  measurement. 

Another  qualifying  factor  is  worth  noting  in 
comparing  the  state  and  local  tax  burdens  of 
different  states.  The  total  and  per  capita  tax  col- 
lections do  not  in  themselves  show  the  relative 
efficiency  of  governmental  operations  in  the  va- 
rious states.  The  tax  dollar  may  be  expended 
wisely  or  unwisely,  depending  upon  the  choice  of 
services  to  be  provided  and  the  effectiveness  of 
their  administration. 

Since  the  total  and  per  capita  state  and  local  tax 
collections  in  Pennsylvania  and  other  states  and 


the  ratios  of  tax  collections  to  income  payments 
and  other  measures  of  economic  activity  and  re- 
sources are,  at  most,  only  partial  measures  of 
the  burdens  of  taxation,  other  measures  will  be 
desirable  and  will  be  considered  in  the  appro- 
priate places  in  this  report.  Subsequently,  it  will 
be  desirable  to  note  in  more  detail  the  burden- 
someness of  particular  taxes  on  individuals  and 
business  enterprises  in  the  various  states. 

Total  State  and  Local  Tax  Burdens 

With  the  limitations  of  the  data  in  mind,  but 
recognizing  that  the  data  may  be  of  value  in 
revealing  approximate  relationships  even  though 
they  may  not  measure  them  precisely,  the  statistics 
of  comparative  state  and  local  tax  burdens  may 
now  be  presented.  Table  44  offers  a comparison 
of  total  state  and  local  tax  collections,  to  which 
state  liquor  store  profits  have  been  added,  in  15 
selected  states,  by  major  sources,  in  the  fiscal  year 
1951. 

Since  that  time  some  changes  have  occurred  in 
certain  taxes  in  the  various  states.  The  Penn- 
sylvania inheritance  tax  on  collateral  heirs,  for 
example,  was  increased  from  10  to  15  percent 
and  the  corporate  income  tax  from  4 to  5 per- 
cent by  1951  legislation. 

In  1951,  Pennsylvania  derived  an  aggregate 
of  $1,051.1  million  in  revenue  from  state  and 
local  taxes  and  alcohol  profits.  Similar  revenues 
were  $2,260.1  million  in  New  York  and  $1,818.4 
million  in  California,  indicating  that  Pennsylvania 
ranked  third  among  the  states  in  total  revenues, 
excluding  social  security  taxes. 

In  total  state  tax  and  alcohol  profit  revenues, 
Pennsylvania  ranked  third  among  the  states. 
Our  state  revenues  of  $537.1  million  were  con- 
siderably lower  than  similar  revenues  of  $958.1 
million  in  California  and  $915.1  million  in  New 
York. 

At  the  local  government  level,  Pennsylvania 
tax  collections  of  $514.0  million  were  exceeded 
in  three  other  states.  New  York  ranked  first,  with 
$1,345.0  million,  California  second  with  $860.3 
million,  and  Illinois  third  with  $581.9  million. 
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TOTAL  STATE  AND  LOCAL  TAX  REVENUES,  Fiscal  Year  1951 

(Including  Liquor  Store  Profits) 

(In  thousands) 
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Total  State  and  Local  Taxes  Per  Capita 

In  the  fiscal  year  1951,  Pennsylvania  state 
taxes  and  liquor  profits  combined  were  $50.87 
per  capita  as  compared  with  a national  average  of 
$59.36,  as  indicated  in  Table  45.  Among  the  15 
states,  per  capita  state  taxes  ranged  from  $33.73 
in  New  Jersey  to  $86.91  in  California,  including 
liquor  profits  in  those  states  with  State  Stores. 

Pennsylvania  local  taxes  are  estimated  at  $48.68 
per  capita  in  1951,  as  compared  with  a national 
average  of  $53.38.  Among  the  15  states,  per  capita 
local  taxes  were  at  a minimum  of  $20.08  in  North 
Carolina  and  at  a maximum  of  $89.51  in  New 
York. 

When  state  and  local  taxes  are  combined  with 
liquor  profits,  the  per  capita  total  taxes  in  Penn- 
sylvania of  $99.55  were  somewhat  below  the  na- 
tional average  of  $112.74.  In  the  group  of  15 
selected  states,  Virginia  had  the  lowest  per 
capita  total  of  $76.15  and  California  had  the 
highest,  with  $164.95.  Among  the  15  states  Penn- 
sylvania ranked  11th  in  total  taxes  per  capita. 

Total  State  and  Local  Taxes  and  Income 
Payments 

In  relation  to  income  payments,  state  taxes 
and  liquor  profits  in  Pennsylvania  displayed  a 
ratio  of  3.06  percent  in  the  fiscal  year  1951.  This 
was  well  below  the  national  average  of  3.75  per- 
cent and  also  below  the  ratios  of  most  of  the  other 
states  in  the  group  of  15.  The  New  Jersey  ratio 
of  1.90  percent  of  income  payments  was  the 
lowest  in  the  group  and  the  North  Carolina  ratio 


of  5.88  percent  was  the  highest. 

The  ratio  of  estimated  local  taxes  to  income 
payments  in  Pennsylvania  in  1951  was  2.93  per- 
cent, below  the  national  average  of  3.37  percent. 
Among  the  15  selected  states,  the  North  Carolina 
ratio  of  1.91  percent  was  lowest  and  the  New 
Jersey  ratio  of  4.77  percent  was  highest. 

The  ratio  of  combined  state  and  local  taxes  and 
liquor  profits  to  income  payments  in  Pennsylvania 
in  1951  was  5.99  percent.  The  national  average 
of  7.12  percent  was  substantially  higher.  Among 
the  15  selected  states,  only  Ohio  and  Illinois,  with 
ratios  of  5.67  and  5.95  percent,  had  relatively 
lower  taxes  than  Pennsylvania,  which  ranked  13th 
among  these  states,  in  the  ratio  of  total  taxes  and 
liquor  profits  to  income  payments.  The  highest 
ratio  among  the  15  states  was  the  8.54  percent 
of  California.  Wisconsin  was  next  with  a ratio  of 
8.24  percent. 

Other  studies  have  found  that  the  ratio  of  total 
state  and  local  taxes  to  population  and  income 
payments  in  Pennsylvania  is  relatively  low.  An 
analysis  by  the  Michigan  Tax  Study  Committee, 
for  example,  compared  total  taxes  with  population 
and  income  payments  recently  in  Illinois,  Indiana, 
Michigan,  New  Jersey,  New  York,  Ohio,  Penn- 
sylvania, and  Wisconsin.  The  study  concluded 
that  both  on  a per  capita  and  an  income  payments 
basis,  total  taxes,  excluding  liquor  store  profits, 
were  lower  in  Pennsylvania  than  in  any  other 
of  the  several  states.1 


1 See  the  Michigan  Tax  Survey , 1952,  page  5. 
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Table  45 

STATE  AND  LOCAL  TAX  BURDENS,  Fiscal  Year  1951 
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* Local  tax  collection  data  so  indicated  are  for  1950  rather  than  1951. 
**  Includes  an  estimate  for  school  district  tax  collections. 
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Table  46 

BURDENS  OF  STATE  AND  LOCAL 
TAXES  * 

In  15  Selected  States  In  Relation  to  Index  of 
Economic  Activity 


State 

Percentage 

48  States  

100.0% 

California  

132.6 

Connecticut  

96.4 

Illinois  

82.5 

Indiana  

77.9 

Maryland  

91.2 

Massachusetts  

117.7 

Michigan  

94.8 

New  Jersey  

89.0 

New  York  

120.1 

North  Carolina  

102.4 

Ohio  

78.3 

Pennsylvania  

83.2 

Virginia  

91.8 

W est  Virginia 

88.5 

Wisconsin  

108.1 

* Burdens  of  state  and  local  taxes  in  the  fiscal 
year  1951,  including  profits  of  state  liquor  stores, 
in  relation  to  economic  activity  in  the  calendar 
year  1950. 

Total  State  and  Local  Taxes  and  Index  of 
Economic  Activity 

As  a further  check  on  the  Pennsylvania  over- 
all state  and  tax  load,  the  Tax  Study  Committee 
has  compared  combined  state  and  local  taxes  and 
liquor  profits  in  the  fiscal  year  1951  with  an  index 
of  economic  activity  in  each  of  the  15  selected 
states  and  the  United  States.  The  index  of 
economic  activity  was  based  upon  income  pay- 
ments, value  added  by  manufacturing,  output  of 
agriculture  and  mining,  and  retail  sales  in  the 
calendar  year  1950.  Using  the  ratio  of  total  state 
and  local  taxes  and  liquor  profits  in  the  48  states 
to  the  index  of  economic  activity  as  a base,  or  100 
percent,  it  was  found  that  the  Pennsylvania  ratio 
was  83.2  percent.  Only  Indiana,  with  a ratio  of 
77.9  percent,  Ohio  with  a ratio  of  78.3  percent, 
and  Illinois,  with  a ratio  of  82.5  percent,  had  lowei 
combined  state  and  local  taxes  in  relation  to 
economic  activity  than  Pennsylvania,  among  the 
15  selected  states.  The  Pennsylvania  tax  burden, 


state  and  local,  as  a ratio  of  economic  activity, 
was  exceeded  by  the  relative  burden  of  11  states. 
The  results  by  the  study  are  summarized  in  Table 
46  and  the  methods  of  analysis  are  more  fully 
explained  in  Appendix  III. 

Per  Capita  Collections  of  Major  Taxes 

In  Table  47  the  major  state  taxes  and  local 
property  taxes  are  compared  on  a per  capita 
basis  in  15  selected  states  in  the  fiscal  year  1951. 

The  Pennsylvania  alcoholic  beverage  revenue 
burden,  including  liquor  profits,  was  $8.46  per 
capita,  or  more  than  that  of  any  other  state  in  the 
group. 

Per  capita  collections  of  the  4 cent  Pennsyl- 
vania cigarette  tax  amounted  to  $4.11.  This  was 
exceeded  only  in  Massachusetts,  where  a 5 cent 
cigarette  tax  brought  in  revenue  of  $5.60  per 
capita. 

Inheritance  and  estate  tax  collections  in  Penn- 
sylvania were  $2.48  per  capita  in  1951.  Of  the  15 
states,  only  Connecticut,  with  per  capita  collec- 
tions of  $3.19,  collected  more. 

When  corporation  taxes  are  compared  on  a per 
capita  basis,  the  Pennsylvania  total  of  $13.90  per 
capita  was  surpassed  only  by  the  $20.66  per  capita 
in  Massachusetts  and  $15.56  per  capita  in  Wis- 
consin in  1951. 

Local  property  tax  collections  are  estimated  at 
$37.41  per  capita  in  Pennsylvania  in  1951,  a sum 
surpassed  in  10  of  the  15  states.  New  Jersey  had 
the  highest  per  capita  property  taxes,  with  col- 
lections of  $79.38. 

Pennsylvania  has  no  general  state  tax  on  per- 
sonal incomes  or  retail  sales,  nor  does  it  have  a 
pari-mutuel  betting  tax.  In  these  respects  it  is 
unique  among  the  15  selected  states. 

New  York  had  the  highest  per  capita  personal 
net  income  tax  collections  in  1951,  when  they 
were  $16.48.  Wisconsin  was  next,  with  $16.04. 
The  Indiana  gross  income  tax  on  the  earnings  of 
individuals  from  personal  services  amounted  to 
$9.61  per  capita. 

General  sales  tax  collections,  on  a per  capita 
basis,  were  highest  in  Michigan,  where  they  were 
$37.83.  California  followed,  with  collections  of 
$36.39  per  capita,  then  West  Virginia,  with  $30.87 
and  Ohio  with  $19.92. 

A comparison  of  collections  of  the  major  state 
and  local  taxes  on  a per  capita  basis  among  the 
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COLLECTIONS r...  $164.95  $150.41  $ 99.55  $133.32  $101.96  $113.51  $138.97  $81.91 


Table  47 

PER  CAPITA  STATE  AND  LOCAL  TAX  REVENUES,  Fiscal  Year  1951 

(Including  Liquor  Store  Profits) 
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Table  48 

STATE  AND  LOCAL  TAX  REVENUES  AS  PERCENTAGES  OF  TOTAL  INCOME  PAYMENTS 

Fiscal  Year  1951 
(Including  Liquor  Store  Profits) 
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15  states  indicates  that  in  1951  Pennsylvania 
ranked  relatively  high  in  the  taxation  of  alcoholic 
beverages,  cigarettes,  inheritances,  and  corpora- 
tions. But  Pennsylvania,  alone,  made  no  use  of  a 
general  state  tax  on  personal  incomes  or  sales  or  a 
pari-mutuel  tax.  The  favorable  position  of  Penn- 
sylvania with  respect  to  total  state  and  local  taxes 
in  relation  to  population  and  income  payments 
therefore  disguised  the  heavy  preponderance  of 
certain  major  taxes  and  the  absence  of  other 
revenues  of  importance  in  other  leading  states. 

Collections  of  Major  Taxes  in  Relation  to 
Income  Payments 

Table  48  permits  a comparison  of  the  collections 
of  major  state  and  local  taxes  in  15  selected  states 
in  relation  to  income  payments.  It  reveals  a rela- 
tively high  ranking  for  Pennsylvania  in  the  tax 
burdens  on  alcoholic  beverages,  cigarettes,  in- 
heritances, and  corporations.  The  ratios  of  tax 
collections  to  income  payments  in  1951  were: 


Alcoholic  beverages  0.51% 

Cigarettes 0.25 

Inheritances  and  estates  0.15 

Corporations  0.84 


The  ratio  of  alcoholic  beverage  revenues,  in- 
cluding liquor  profits,  to  income  payments  was 
higher  in  Pennsylvania  than  in  any  other  leading 
state,  except  in  Virginia. 

The  ratio  of  cigarette  tax  collections  to  income 
payments  in  Pennsylvania  was  exceeded  only  in 
Massachusetts. 

The  Pennsylvania  ratio  of  inheritance  and 
estate  tax  collections  to  income  payments  was 
surpassed  only  in  Connecticut. 

The  Pennsylvania  ratio  of  corporation  taxes  to 
income  payments,  even  though  the  Pennsylvania 
corporate  net  income  tax  rate  was  only  4 percent 
in  1951,  was  exceeded  only  in  Massachusetts, 
North  Carolina,  and  Wisconsin. 

The  ratio  of  property  tax  collections  to  income 
payments  in  Pennsylvania,  however,  was  rela- 
tively low.  Among  the  selected  states,  only  North 
Carolina,  Virginia,  and  West  Virginia  had  lower 
ratios. 

Percentages  of  Total  State  and  Local  Taxes 
From  Major  Sources 

Another  comparison  may  be  made  to  indicate 
the  relative  importance  of  the  major  sources  of 


state  and  local  tax  revenue  in  the  15  selected 
states.  This  is  a comparison  shown  in  Table  49, 
of  the  percentage  collections  of  each  major  reve- 
nue source  with  the  combined  state  and  local  tax 
collections  and  liquor  store  profits  in  the  fiscal 
year  1951. 

In  nearly  every  state  in  the  group,  the  local 
property  tax  produced  relatively  more  revenue 
than  in  Pennsylvania,  where  it  supplied  37.58  per- 
cent of  the  total  taxes  and  liquor  profits.  New 
Jersey  outdistanced  the  other  states,  securing 
67.15  percent  of  the  total  from  the  local  property 
tax.  North  Carolina,  at  the  opposite  extreme, 
obtained  only  23.97  percent. 

Although  the  present  study  is  concerned  with 
general  fund  revenues,  it  might  be  mentioned 
that  in  1951  the  motor  vehicle  and  motor  fuel 
taxes,  the  collections  of  which  are  earmarked  for 
highway  service,  furnished  the  second  largest 
source  of  tax  revenue  in  Pennsylvania,  or  16.34 
percent  of  the  total.  Several  other  states  raised 
relatively  more  from  these  taxes.  North  Carolina 
led  the  group  of  states  with  a ratio  of  25.10  per- 
cent. 

The  next  largest  source  of  revenue  in  Pennsyl- 
vania was  the  state  corporation  taxes,  with  a yield 
of  13.96  percent  of  the  combined  state  and  local 
tax  collections,  including  liquor  store  profits.  No 
other  state,  except  Massachusetts,  which  went  be- 
yond Pennsylvania  and  obtained  14.86  percent  of 
the  total  from  corporation  taxes,  relied  to  such 
extent  upon  these  taxes.  The  ratio  in  New  York 
was  6.16  percent,  in  New  Jersey  only  1.78  per- 
cent, and  in  Ohio  only  1.14  percent.  Of  the  15 
states,  6 do  not  tax  the  net  income  of  corporations. 

Alcoholic  beverages,  another  source  of  general 
fund,  revenues,  supplied  Pennsylvania  with  8.49 
percent  of  total  state  and  local  taxes  and  liquor 
profits  in  1951.  Only  Virginia,  with  a ratio  of 
9.25  percent,  secured  relatively  more  revenue. 
The  Ohio  ratio  was  6.13  percent,  the  New  York 
ratio  was  3.42  percent,  and  the  New  Jersey  ratio 
was  3.20  percent. 

Cigarettes  ranked  next  in  importance  in  Penn- 
sylvania, providing  4.13  percent  of  the  total  state 
and  local  taxes  and  liquor  profits,  relatively  more 
than  in  any  of  the  other  selected  states.  Massa- 
chusetts followed  with  4.03  percent.  Indiana  was 
third  with  3.15  percent. 

Special  business  taxes  furnished  3.59  percent 
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of  the  total  state  and  local  taxes  and  liquor  profits 
in  Pennsylvania  in  1951.  This  ratio  was  exceeded 
in  several  states.  North  Carolina  ranked  first 
among  the  15  selected  states,  with  a ratio  of 
8.13  percent. 

Pennsylvania  secured  2.49  percent  of  the  total 
state  and  local  taxes,  including  liquor  profits,  from 
the  taxation  of  property  transferred  at  death. 
This  was  a higher  ratio  than  any  other  state  in 
the  group. 

As  previously  mentioned,  Pennsylvania  lacks  a 
general  personal  income  tax,  a general  sales  tax, 
and  also  a pari-mutuel  tax.  The  data  in  Table  49 
indicate  that  the  general  personal  income  tax  was 
the  source  of  12.05  percent  of  total  state  and  local 
taxes  in  Wisconsin,  10.96  percent  in  New  York, 
and  10.01  percent  in  Massachusetts.  Eight  of  the 
15  states  levy  a general  personal  income  tax. 

The  general  sales  taxes  of  10  of  the  15  se- 
lected states  were  frequently  very  important  rev- 
enue producers.  In  1951  West  Virginia  obtained 
from  a general  sales  tax  a sum  equivalent  to 
38.02  percent  of  total  state  and  local  taxes  and 
liquor  profits.  Michigan  secured  28.37  percent 
and  California  22.06  percent.  Ohio  and  Illinois 
were  not  far  behind. 

Pari-mutuel  taxes  in  1951  were  usually  minor, 
but  sometimes,  important,  sources  of  revenue. 
New  Jersey  obtained  relatively  most  from  this 
source  among  the  15  states,  or  2.08  percent. 
Maryland  was  second  with  1.92  percent.  Nine  of 
the  15  states  taxed  pari-mutuel  racing. 

Summarizing  the  comparison  of  the  relative 
importance  of  major  sources  of  state  and  local 
revenues  among  15  states,  it  may  be  said  that 
Pennsylvania  ranked  near  or  at  the  top  in  the 
percentages  of  revenue  raised  from  alcoholic  bev- 
erages, cigarettes,  inheritances,  and  corporations. 
While  the  combined  Pennsylvania  state  and  local 
taxes  are  relatively  low  on  a per  capita  basis  and 
in  relation  to  income  payments,  tax  collections 
concentrate  on  certain  sources  with  heavy  burdens. 
The  state  and  local  tax  system  in  Pennsylvania 
is  not  so  well  balanced  and  its  burdens  are  not 
so  broadly  distributed  as  are  the  tax  systems  of 
some  of  the  other  leading  states. 

Certain  sources  of  revenue  which  are  of  im- 
portance to  other  states  are  not  utilized  in  Penn- 
sylvania. The  greatest  potential  sources  of  new 


revenue  are  therefore  to  be  found  in  Pennsylvania 
.in  those  areas  which  are  as  yet  undeveloped. 

Individual  Versus  Business  Taxes 

One  comparison  of  tax  burdens  in  the  different 
states  may  be  mentioned  here.  This  is  a compari- 
son of  the  taxes  imposed  on  individuals  on  the 
one  hand  and  on  business  on  the  other.  As  in- 
dicated in  the  preceding  chapter,  the  Pennsyl- 
vania revenue  system  leans  heavily  on  corporate 
taxation  at  the  state  level.  On  the  other  hand, 
unlike  nearly  all  of  the  other  states,  we  lack  a 
broad  tax  on  either  personal  incomes  in  general 
or  upon  consumer  purchases.  We  do  have  rather 
high  taxes  on  alcoholic  beverages,  if  liquor  store 
profits  are  included,  and  similarly  we  have  re- 
latively high  taxes  on  cigarettes  and  inheritances. 
Our  state  taxes  therefore  concentrate  on  corpora- 
tions and  a relatively  few  objects  consumed  by 
or  in  the  hands  of  individuals,  as  previously 
observed. 

The  interstate  competitive  character  of  much 
business,  particularly  in  manufacturing  and  cer- 
tain types  of  trade,  makes  it  especially  important 
to  compare  the  burdens  of  business  taxation  in 
Pennsylvania  and  other  leading  industrial  and 
commercial  states.  There  is  always  the  temptation 
to  increase  the  tax  load  on  corporations.  Cor- 
porate, like  all  other  taxes,  however,  must  be  paid 
by  individuals  who  give  up  a part  of  their  in- 
comes, savings,  or  consumer  expenditures  to  pay 
the  taxes. 

Since  Pennsylvania  is  actively  engaged  in  com- 
petition with  other  states  for  new  industries, 
products,  employment,  and  markets,  her  state  and 
local  taxation  should  not  handicap  her  industries 
in  the  competitive  struggle.  Anything  which  re- 
tards Pennsylvania  industry,  in  the  rivalry  with 
the  industries  of  other  states,  will  be  a limiting 
factor  on  the  economic  welfare  of  the  Common- 
wealth and  the  taxable  capacity  of  the  economy. 

Rightly  or  wrongly,  Pennsylvania  is  thought 
of  in  many  business  circles  as  a high  business  tax 
state.  Massachusetts,  New  York,  and  certain  other 
mature  Eastern  states  have  a similar  reputation. 
These  are  states  which  have  been  losing  out  in 
the  competitive  struggle  to  the  faster  growing 
states  in  the  sense  that  their  relative  industrial  im- 
portance has  been  declining.  The  younger  and 
more  flourishing  industrial  states,  on  the  other 
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hand,  are  frequently  low  corporate  tax  states,  as 
will  be  indicated  more  fully  subsequently  in  this 
report.  While  taxation  is  only  one  of  the  factors 
of  a group  which  determine  the  location  of  in- 
dustrial plants  and  influence  economic  expansion, 
it  is  highly  desirable  that  the  tax  factor,  so  far  as 
possible,  should  not  be  unfavorable  to  industrial 
investment,  production,  and  employment  in  Penn- 
sylvania. 

Taxation  is  also  of  great  importance  to  con- 
sumers. The  purchasing  power  of  their  income  is 
reduced  by  indirect  taxes  which  raise  prices  as 
well  as  by  direct  personal  taxes  on  their  incomes 
or  savings.  The  cost  of  government  should,  there- 
fore, be  kept  at  the  minimum  levels  consistent 
with  adequate  public  service  in  order  that  con- 
sumers may  obtain  the  maximum  purchasing 
power  from  their  incomes  and  savings  and  the 
productive  investments  of  individuals  will  not  be 
discouraged. 

Effects  of  Taxation  on  Industry 

Have  any  or  all  of  the  Pennsylvania  taxes  been 
pushed  to  the  economic  limits  of  taxable  capacity? 
How  may  it  be  determined  when  taxes  have 
reached  the  danger  point  with  respect  to  the  taxed 
activity?  One  test,  of  course,  is  the  revenue  test. 
This  may  be  found  by  charging  what  the  traffic 
will  bear.  That  is,  by  raising  taxes  until  their 
confiscatory  effects  are  evident  and  they  “kill  the 
geese  that  lay  the  golden  eggs.”  Sometimes  a tax- 
payer may  migrate  to  another  location  or  he  may 
obtain  desired  goods  and  services  from  a lower  tax 
area,  if  he  does  not  altogether  cease  purchasing. 
Unfortunately,  when  these  events  occur,  it  may 
be  too  late  to  repair  the  damage. 

The  effects  of  heavy  taxation  on  industry  are 
difficult,  and  frequently  impossible,  to  ascertain 
with  any  great  accuracy  because  there  are  a num- 
ber of  factors  at  work  in  the  determination  of  in- 
dustrial trends.  Businesses  may  locate  in  particular 
communities  because  they  wish  to  be  near  their 
markets  and  sources  of  needed  material,  fuels,  and 
labor  supply,  and  also  have  favorable  transporta- 
tion, credit,  and  other  facilities.  A mine  must 
obviously  be  located  where  the  raw  material  is 
found,  a retail  store  or  a bank,  near  its  customers. 
A large  manufacturing  company  seeking  a loca- 
tion for  a new  plant  may  have  much  more  mobility 
and  may  be  able  to  select  from  potential  locations 


in  a number  of  states,  depending  upon  the  im- 
portance of  tax  differentials  and  other  factors. 
Other  things  being  equal,  such  a firm  will  locate 
where  taxation  is  most  favorable.  Once  this  firm 
has  located  a plant  it  may  have  to  remain  there  in 
spite  of  the  subsequent  development  of  unfavor- 
able taxation.  Its  future  growth,  however,  may  be 
shunted  away  to  more  favorable  tax  climates 
and  other  industrial  expansion  may  be  dis- 
couraged. 

Small  firms  may  have  less  freedom  of  choice  in 
locating  than  large  ones.  They  may  find  needed 
capital  and  markets  only  in  a friendly  home  com- 
munity. The  owners  of  small  firms  also  may  not 
have  the  facilities  for  comparing  taxes  in  various 
localities  in  different  states.  For  one  reason  or 
another,  a small  firm  may  have  few  attractive 
alternative  locations  in  different  states  available 
to  it.  But  taxes  will  affect  the  costs  and  profits 
of  small  firms  and  will  thus  have  a bearing  upon 
the  decision  to  expand  facilities  or  to  abandon 
the  project.  The  tax  load  will  also  affect  the 
ability  of  the  firm  to  meet  the  competition  of  other 
concerns  in  other  locations.  Another  significant 
factor  is  the  manner  in  which  tax  laws  are  ad- 
ministered. 

Local  as  well  as  state  taxes  are  important  in 
business  competition.  Light  state  taxes  may  mean 
heavy  local  taxes,  or  vice  versa.  It  is  the  sum 
total  of  state  and  local  taxes  which  must  be  con- 
sidered. Both  the  rate  and  the  base  of  each  tax 
are  important  in  this  connection. 

The  types  of  taxes  to  be  paid  are  also  important. 
The  net  income  tax  has  the  advantage  that  it  is 
paid  only  when  there  are  profits.  A capital  stock 
tax  of  the  Pennsylvania  type  is  largely  a fixed 
charge  which  goes  on  almost  regardless  of  earn- 
ings. Heavy  local  taxes  on  real  estate  and  ma- 
chinery have  a similar  fixed  character  and  are 
especially  burdensome  on  firms  with  losses  or 
little  income.  Taxes  on  sales  which  are  passed 
on  to  purchasers  as  additions  to  prices  are  favored 
by  many  business  men  over  taxes  on  business 
which  may  have  to  be  absorbed. 

Federal  Deductibility  of  Pennsylvania  Taxes 

Several  factors  having  a bearing  on  the  tax- 
able capacity  of  the  Pennsylvania  economy  and  of 
individuals  and  business  firms  have  been  men- 
tioned, along  with  the  difficulties  involved  in 
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measuring  the  economic  effects  of  state  and  local 
taxes.  It  is  sometimes  erroneously  remarked  that 
tax  differentials  among  different  states  are  of  little 
or  no  practical  importance  as  factors  in  business 
location  and  development  because  state  and  local 
business  taxes  are  deductible  expenses  in  deter- 
mining the  net  income  of  business  concerns  for 
federal  taxation.  It  is  often  said  that  the  high 
federal  tax  rates  virtually  wipe  out  tax  differences 
and  that  it  is  of  little  significance  whether  the 
Pennsylvania  corporate  net  income  tax  rate  is  5 
percent  or  10  percent  or  how  heavy  the  state 
capital  stock  tax  or  local  property  taxes  may  be. 
Those  who  advance  this  argument  commonly  con- 
clude with  the  statement  that  corporations  have 
to  pay  an  82  percent  federal  income  and  excess 
profits  tax  and  the  effect  is  that  82  percent  of 
any  state  tax  increases  are  offset  by  equivalent 
reductions  in  federal  tax  liabilities. 

As  a matter  of  fact,  however,  the  great  majority 
of  corporations  do  not  pay  the  excess  profits  tax. 
Some  of  those  that  do  pay  the  tax  are  subject  to 
a tax  considerably  lower  than  the  combined  82 
percent  federal  rate.  This  combined  rate  includes 
a normal  tax  rate  of  30  percent,  a surtax  rate  of 
22  percent,  and  an  excess  profits  tax  rate  of  30 
percent  or  less.  It  was  estimated  by  the  Treasury 
in  1950  that  approximately  80  percent  of  the 
corporations  of  the  nation  with  taxable  incomes 
would  be  exempt  from  the  so-called  excess  profits 
tax.  For  one  thing,  since  the  first  $25,000  of  cor- 
porate net  income  is  not  subject  to  an  excess 
profits  tax  and  since,  according  to  the  Treasury, 
about  70  percent  of  the  taxable  corporations  have 
net  incomes  under  $25,000,  only  a minority  of 
corporations  could  be  subject  to  the  tax.  Other 
allowances  exempt  many  other  corporations,  with 
the  consequence  that  not  more  than  one  taxable 
corporation  in  five  is  subject  to  the  excess  profits 
tax. 

Another  point  is  of  importance.  Unless  the 
existing  law  is  modified,  the  excess  profits  tax  is 
destined  to  expire  on  July  1,  1953. 

As  the  federal  corporate  income  tax  operates, 
the  first  $25,000  of  net  income  is  subject  to  a 
30  percent  tax.  The  consequence  is  that  70  per- 
cent of  the  taxable  corporations,  that  is,  the 
smaller  ones,  are  taxed  solely  at  the  rate  of  30 
percent.  When  state  and  local  taxes  on  corpo- 
rations are  increased,  only  30  percent  of  the  in- 


crease is  offset  for  these  corporations  by  the 
deduction  of  the  Pennsylvania  taxes  for  the  fed- 
eral income  tax.  If  30,000  corporations  now  doing 
business  in  Pennsylvania  have  taxable  incomes 
and  the  national  proportion  of  firms  with  incomes 
under  $25,000  prevails,  some  21,000  of  these 
concerns  are  paying  the  30  percent  federal  in- 
come tax  and  not  an  excess  profits  tax.  Actually, 
only  about  6,000,  or  20  percent,  may  be  paying 
an  excess  profits  tax. 

Corporations  with  income  over  $25,000  are  sub- 
ject to  a tax  of  52  percent  on  the  income  over 
$25,000.  No  further  income  tax  is  required,  un- 
less an  excess  profits  tax  must  be  paid.  The 
Treasury  has  estimated  that  19  percent  of  the 
nation’s  taxable  corporations  have  incomes  from 
$25,000  to  $100,000  and  11  percent  from  $100,- 
000  up,  clearly  indicating  that  most  corporations 
are  not  large,  since  only  11  percent  of  the  income 
corporations  have  incomes  over  $100,000. 

Tax  Outlook  is  Important 

A factor  of  importance  in  the  decision  to  or- 
ganize a new  firm  or  expand  an  existing  one  is 
the  outlook  for  future  taxes.  It  must  therefore 
be  appraised  in  comparing  tax  burdens  on  in- 
dividuals and  businesses  in  the  different  states. 
In  some  localities  present  taxes  are  low  but 
increases  are  imminent  to  meet  increased  local 
government  expenditures.  Substantial  increases  in 
state  and  local  borrowing  mean  substantial  in- 
creases in  future,  if  not  in  present,  taxes.  Ex- 
pected future  taxes,  rather  than  past  or  present 
taxes,  must  be  appraised  to  determine  the  pos- 
sible future  effects  of  taxes  on  business  costs 
and  profits. 

In  Pennsylvania  the  corporate  income  tax  rate 
has  been  raised  to  5 percent.  As  a result  of  the 
acceleration  of  coqwration  net  income  tax  pay- 
ments this  year,  a corporation  may  be  liable 
for  a tax  payment  in  the  spring  of  1953  equivalent 
to  7.5  percent  of  its  1952  income  in  addition  to 
its  capital  stock  tax.  In  some  quarters  suggestions 
are  being  advanced  that  the  acceleration  should 
be  continued  and  that  the  tax  rate  should  further 
be  increased.  Since  the  acceleration  combined 
with  the  present  5 percent  tax  already  raises 
Pennsylvania  corporate  net  income  tax  payments 
in  1953  above  those  of  other  leading  states,  the 
prospects  of  additional  taxation  would,  if  they 
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become  an  actuality,  make  the  corporate  tax  out- 
look in  Pennsylvania  a dark  and  discouraging  one. 

Some  Basic  Tax  Principles 

The  growth  of  state  expenditures  in  Pennsyl- 
vania and  the  anticipated  need  for  substantial 
new  tax  revenues  have  been  indicated,  along 
with  recent  trends  in  the  Pennsylvania  economy 
and  certain  measures  of  tax  burdens  in  this  and 
other  states.  Because  Pennsylvania  is  the  second 
largest  manufacturing  state  in  the  Union,  the 
problems  of  industry  have  been  given  unusual 
emphasis  in  this  analysis  of  the  Commonwealth’s 
serious  tax  problem.  In  planning  the  Pennsyl- 
vania taxes  for  the  future,  it  will  be  well  to 
formulate  some  guiding  principles  which  will 
provide  a basis  for  raising  the  ever  increasing 
taxes  needed  in  a manner  consistent  with  the  aims 
of  the  citizens  for  a sound  and  flourishing 
economy. 

Taxes  are  the  price  of  government.  If  we  want 
the  state  and  local  governments  to  spend  more 
for  public  education,  health,  and  other  services, 
we  must  expect  to  pay  higher  taxes. 

A basic  precept  of  public  expenditure  and  taxa- 
tion was  set  forth  in  the  original  Pennsylvania 
constitution  of  1776.  It  declared,  “The  purpose 
for  which  any  tax  is  to  be  raised  ought  to  appear 
clearly  to  the  legislature  to  be  of  more  service 
to  the  community  than  the  money  would  be,  if 
not  collected.”  It  would  be  well  for  us  today 
to  accept  that  wise  and  sound  maxim. 

The  many  public  services  provided  by  the  Com- 
monwealth presumably  benefit  all,  or  at  least  the 
great  majority,  of  the  population,  indirectly  if 
not  directly.  It  is  therefore  incumbent  upon  all 
who  benefit  from  those  services  to  contribute 
their  just  share  of  the  costs  of  those  services  ac- 
cording to  their  ability  to  pay. 

A fiscally  adequate  and  rationally  equitable 
system  of  taxation  requires  a reasonable  diversity 
of  revenue  sources.  Experience  has  shown  that 
no  one  tax  is  adequate  to  maintain  the  costly 
public  services  which  the  citizens  today  demand 
of  their  governments.  Since  taxes  are  paid  out 
of  the  incomes,  savings,  and  expenditures  of 
individuals  in  the  last  analysis,  a balance  is  de- 
sirable in  the  taxes  imposed  upon  individuals  in 
their  capacities  as  producers,  investors,  and  con- 
sumers. This  requires  a balance  in  the  utilization 


of  personal  income,  property,  consumption,  and 
business  taxes  by  the  federal,  state,  and  local 
governments. 

As  government  expenditures  rise  and  the  exist- 
ing sources  of  revenue  are  developed  to  higher 
and  higher  levels,  the  resistance  of  the  taxpayer 
increases,  economic  activity  is  restricted,  and  the 
psychological,  political,  and  economic  limits  to 
the  taxes  employed  are  reached.  When  a revenue 
source  has  been  exploited  to  such  limits,  new 
revenues  may  more  advantageously  be  obtained 
from  other  tax  sources,  if  they  are  available. 

Different  taxes  distribute  the  costs  of  govern- 
ment differently  among  the  individuals  paying 
them.  One  tax  may  fail  to  reach  persons  with 
substantial  ability  to  contribute  to  the  costs  of 
beneficial  public  services  who  can  be  reached  with 
other  taxes.  By  resorting  to  a reasonable  variety 
of  taxes,  a government  may  avoid  placing  exces- 
sive and  socially  detrimental  burdens  upon  any 
major  group  in  a productive  economy. 

An  unreasonable  diversity  of  revenue  sources 
will  unwisely  multiply  administrative  and  com- 
pliance costs  without  greatly  adding  to  the  reve- 
nues obtained.  The  several  major  sources  of 
productive  tax  revenue  are  well  known.  As 
previously  noted,  they  include  such  sources  as 
the  personal  and  corporate  income  taxes,  the 
property  tax,  various  excises,  and  general  sales 
taxes. 

These  revenue  sources  must  be  shared  in  some 
manner  by  the  federal,  state,  and  local  govern- 
ments. A state  could,  by  permitting  its  local  sub- 
divisions to  tax  personal  incomes,  sales,  amuse- 
ments, and  other  objects,  deprive  itself  of  impor- 
tant revenue  sources.  Without  placing  restraints 
on  local  taxation,  a state  could  open  up  a “Pan- 
dora’s box”  of  local  nuisance  taxes  which  would 
plague  the  taxpayers  with  numerous  imposts  and 
prevent  the  formulation  of  a sound,  equitable,  and 
fiscally  adequate  system  of  state  and  local  taxa- 
tion. 

The  high  and  broad-based  federal  income  tax  is 
the  biggest  rival  revenue  source  confronted  by 
the  states.  It  is  supplemented  with  the  heavy 
federal  taxes  on  corporations  and  numerous 
excises  in  addition  to  the  heavy  taxes  on  alcoholic 
beverages  and  tobacco.  The  federal  death  and  gift 
taxes  are  also  heavy.  Like  other  states,  Pennsyl- 
vania therefore  finds  that  there  are  few  major 


88 


revenue  sources  which  are  still  open.  On  the 
other  hand,  the  citizens  are  demanding  more 
governmental  services,  and  they  still  have  avail- 
able substantial  sums  after  the  payment  of  the 
high  federal  taxes  which  may  be  tapped  by  the 
states,  if  necessary.  It  is  up  to  the  citizens  to 
decide  whether  the  state  and  local  governments 
are  to  spend  more  money.  If  they  approve  pro- 
grams of  higher  spending,  they  must  also  accept 
new  taxes  which  hit  their  incomes,  expenditures, 
and  savings. 

The  ever  recurring  pressure  in  Pennsylvania 
for  new  tax  sources  proves  that  the  Common- 
wealth has  failed  to  develop  a revenue  structure 
sufficiently  diversified  and  flexible  to  provide 
steadily  increasing  funds.  The  time  has  come  for 
the  Commonwealth  to  take  inventory  of  its  pres- 
ent revenue  resources,  to  appraise  its  future  reve- 
nue requirements,  and  to  lay  securely  the  foun- 
dations of  a revenue  system  which  will  meet  its 
long-range,  as  well  as  its  immediate,  revenue 
requirements.  Such  a revenue  system,  with  ad- 
justments from  time  to  time  in  the  bases  and 
rates  of  taxation,  would  provide  ample  funds 
over  the  years  with  a minimum  of  interference 
with  the  effective  operation  of  the  private  enter- 
prise economy  and  in  the  matter  most  equitable 
and  convenient  to  the  taxpayers. 

No  tax  system  is  perfect.  Taxpayers  are  never 
eager  to  sacrifice  their  incomes,  their  savings, 
and  their  expenditures  to  pay  for  governmental 
services.  As  a consequence,  taxes  are  too  often 
the  product  of  expediency,  of  yielding  to  immedi- 
ate pressures,  of  failing  to  look  ahead  to  the 
effects  of  the  actions  taken  today,  and  of  over- 
looking the  new  revenue  demands  which  are  cer- 
tain to  rise  tomorrow. 

But  our  tax  system  can  be  improved.  Major 
inequities  can  be  removed.  New  revenues  can 
be  obtained  without  carrying  existing  taxes  to 
confiscatory  heights.  The  tax  load  can  be  spread 
more  evenly  and  fairly.  And  tax  measures  which 
are  particularly  detrimental  to  essential  consump- 
tion, investment,  production,  and  employment  can 
be  avoided.  These  objectives  can  be  realized  if 
the  citizens  and  their  duly  elected  representatives 
in  public  office  will  work  together  intelligently 
and  wholeheartedly  for  the  common  good. 


Summary 

The  tax  revenues  of  Pennsylvania,  both  state 
and  local,  are  derived  from  the  wrealth,  income, 
and  expenditures  of  the  citizens. 

The  taxable  capacity  of  the  Commonwealth  is 
therefore  limited  by  the  output  of  industry,  min- 
ing, and  agriculture,  by  trade  and  employment, 
and  by  the  other  available  sources  of  wealth  and 
income. 

Pennsylvania  has  been  expanding  in  popula- 
tion, income,  manufacturing,  investment,  trade, 
agriculture,  and  other  lines  of  economic  activity 
in  recent  years.  The  rates  of  growth  in  Penn- 
sylvania, one  of  the  more  mature  states,  have  re- 
cently not  been  so  high  as  those  of  other  less 
developed  and  faster  growing  states.  But  Penn- 
sylvania can  continue  to  grow  and  remain  a 
leading  and  prosperous  industrial,  commercial, 
and  financial  state  if  the  citizens  will  intelligently 
and  effectively  cooperate  toward  that  goal. 

Pennsylvania  state  and  local  taxes,  in  total, 
compare  favorably  with  those  of  other  leading 
states  when  they  are  measured  on  a per  capita 
basis  and  in  relation  to  income  payments  and 
other  significant  measures  of  economic  activity. 
Among  the  15  leading  states  studied  in  1951, 
Pennsylvania  ranked  as  follows  when  total  state 
and  local  taxes,  with  the  addition  of  liquor  store 
profits,  were  related  to  certain  measures  of  com- 
parison : 

1.  11th  on  a per  capita  basis. 

2.  13th  in  relation  to  income  payments. 

3.  12th  in  relation  to  a combination  of  income 
payments,  value  added  in  manufacturing, 
output  of  agriculture  and  mining,  and  retail 
sales. 

The  favorable  overall  tax  load,  however,  con- 
ceals the  relative  over-taxation  of  certain  revenue 
sources  and  fails  to  reveal  those  sources  which 
are  relatively  undertaxed  or  not  even  developed. 
It  does  not  disclose  the  incidence  of  present  taxes 
and  their  economic  effects. 

Unlike  a majority  of  the  other  states,  Penn- 
sylvania has  no  general  personal  income  or  sales 
tax.  Taxes  therefore  inevitably  concentrate  on 
other  sources. 

A comparison  of  the  use  of  particular  state 
and  local  revenue  sources  among  the  leading  states 
in  the  fiscal  year  1951,  excluding  motor  vehicle 
and  fuel  and  unemployment  compensation  taxes 
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shows  the  following:  (Before  the  1951  increase  in 
the  inheritance  tax  rate  on  collateral  heirs  from 
10  to  15  percent  and  the  increase  in  the  corporate 
net  income  tax  rate  from  4 to  5 percent  in  Penn- 
sylvania) 

1.  On  a per  capita  basis,  Pennsylvania  ranked 

1st  in  alcoholic  beverage  revenues 
2nd  in  cigarette  taxes 
2nd  in  inheritance  taxes 
3rd  in  corporation  taxes 
11th  in  local  property  taxes 

2.  In  relation  to  income  payments  Pennsyl- 
vania ranked 

2nd  in  alcoholic  beverage  revenues 
2nd  in  cigarette  taxes 
2nd  in  inheritance  taxes 
4th  in  corporation  taxes 
12th  in  local  property  taxes 

3.  With  respect  to  the  percentage  of  state  and 
local  tax  revenues,  including  alcohol  profits, 
obtained  from  its  major  revenue  sources  in 
the  fiscal  year  1951,  Pennsylvania  ranked 

1st  in  cigarette  taxes 
1st  in  inheritance  taxes 
2nd  in  alcoholic  beverage  revenues 
2nd  in  general  corporation  taxes 
11th  in  local  property  taxes 

4.  Summarizing  the  results  of  the  comparison 
of  the  revenue  systems  of  the  15  states,  the 
rank  of  Pennsylvania  in  the  burdens  placed 
on  those  paying  each  of  the  major  revenues 
was  as  follows:  (Before  the  1951  increase 
in  the  inheritance  tax  rate  on  collateral 


heirs  from  10  to  15  percent  and  the  cor- 
porate income  tax  rate  increase  from  4 to  5 
percent  in  Pennsylvania) 


Revenue  Source 

Per 

Capita 

Income 

Payments 

Percentage 
of  Total 

Alcoholic 

Beverages 

1st 

2nd 

2nd 

Cigarettes 

2nd 

2nd 

1st 

Inheritance  Taxes 

2nd 

2nd 

1st 

Corporation  Taxes 

3rd 

4th 

2nd 

Local  Property 
Taxes 

11th 

12th 

11th 

The  many  public  services  provided  by  the  Com- 
monwealth presumably  benefit  all,  or  at  least  the 
great  majority,  of  the  population,  indirectly  if  not 
directly.  All  who  benefit  from  those  services 
should,  therefore,  contribute  their  just  share  of 
the  costs  of  those  services  according  to  their 
ability  to  pay. 

The  ever  recurring  pressure  for  new  tax 
sources  proves  that  the  Commonwealth  has  failed 
to  develop  a revenue  structure  sufficiently  diver- 
sified and  flexible  to  provide  steadily  increasing 
funds  required  to  finance  the  expanding  general 
fund  budgets. 

The  time  has  come  to  take  inventory  of  the 
present  revenue  resources,  appraise  future 
revenue  requirements,  and  lay  securely  the 
foundations  of  a revenue  system  which  will  meet 
the  long-range,  as  well  as  the  immediate,  revenue 
requirements  of  the  Commonwealth. 
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CHAPTER  IV 


STATE  TAXES  ON  SELECTED  OBJECTS 


PENNSYLVANIA,  along  with  the  other 
states,  obtains  substantial  revenues  from  al- 
coholic beverages  and  cigarettes.  Among  the 
states  two  types  of  taxes  are  imposed  upon  alco- 
holic beverages.  The  excise,  or  gallonage,  taxes 
represent  one  type ; the  licenses,  the  other.  Sixteen 
states,  including  Pennsylvania,  maintain  monop- 
olies of  the  packaged  distribution  at  retail  of  dis- 
tilled spirits  and,  in  some  states,  of  wines,  at 
prices  fixed  by  state  boards.  In  some  of  the 
liquor  monopoly  states,  as  in  Pennsylvania,  a 
liquor  tax  is  also  imposed.  In  those  states  with 
general  sales  taxes,  alcoholic  beverages  are  some- 
times subject  to  that  tax  in  addition  to  the 
special  alcohol  taxes. 

Local  governments  are  permitted  to  tax  alco- 
holic beverages  in  some  states,  but  not  in  Penn- 
sylvania. Here  the  retail  license  fees  are  collected 
by  the  Commonwealth  and  returned  to  the  local 
governments  within  which  they  originate.  A total 
of  $8,191,513  was  collected  from  the  various 
liquor  licenses  and  fees  by  the  Commonwealth  in 
the  fiscal  year  1951,  of  which  a sum  of  $5,778,970 
was  returned  to  the  local  communities. 

State  Revenues  from  Alcoholic  Beverages 

Pennsylvania  secures  a major  part  of  the  alco- 
holic beverage  revenues  from  State  Liquor  Store 
profits.  In  the  fiscal  year  1952  they  contributed 
$43,000,000  to  the  General  Fund  as  compared 
with  $20,204,347  from  the  10  percent  liquor  tax 
and  $22,998,446  from  the  malt  beverage  tax.  The 
combined  revenues  from  these  sources,  plus  minor 
amounts  of  revenue  from  wines  and  distilled  spir- 


its taxes,  amounted  to  $86,219,580,  a sum  appar- 
ently not  equalled  in  any  other  state.  The  General 
Fund  revenues  obtained  from  alcoholic  beverages 
in  Pennsylvania  in  the  fiscal  years  1940  through 
1952  are  shown,  by  source,  in  Table  50. 

The  alcoholic  beverage  revenues  from  taxes 
and  State  Liquor  Store  profits  in  those  states 
monopolizing  the  sale  of  packaged  liquor  are 
shown  for  selected  states  in  the  fiscal  year  1951 
in  Table  51.  In  that  year  the  total  alcoholic 
beverage  revenues  of  Pennsylvania  were  greater 
than  those  of  any  other  of  the  48  states  and  were 
also  higher  on  a per  capita  basis  than  those  of 
any  of  the  selected  states.  Pennsylvania  obtained 
$89.3  million  from  alcoholic  beverages,  including 
licenses  and  fees,  or  16.63  percent  of  total  state 
taxes  and  liquor  store  profits. 

The  mark-up  of  the  Pennsylvania  liquor  store 
system  has  been  48  percent  of  the  cost  for  dis- 
tilled spirits  and  43  percent  for  wines.  The  fed- 
eral taxes  are  included  in  the  cost.  To  the  prices 
thus  determined  the  10  percent  state  emergency 
liquor  tax  is  added.  The  liquor  store  system  is 
operated  by  the  Liquor  Control  Board  of  the 
Commonwealth. 

The  basic  malt  beverage  excise  tax  rate  is  now 
$2.48  for  each  barrel  of  31  gallons.  This  amounts 
to  1 cent  a pint.  The  malt  beverage  tax  is  col- 
lected by  the  Department  of  Revenue,  which  also 
administers  certain  wine  taxes  at  rates  of  one- 
half  cent  per  unit  of  proof  per  gallon. 

Criticisms  are  heard  from  time  to  time  that 
liquor  prices  in  Pennsylvania  are  higher  than 
those  in  other  states  because  of  the  markup  policy 
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Pennsylvania  do  not  go  into  the  General  Fund. 


Table  51 

STATE  ALCOHOLIC  BEVERAGE  REVENUES,  Fiscal  Year  1951 


(Including  licenses  and  fees;  In  millions) 


State 

Excise 

Taxes 

License 

Taxes 

State 

Store 

Profits 

Total 

Percent 
of  Total 
Taxes  and 
Profits  1 

California  

$19.0 

$ 7.9 

$26.9 

2.81% 

Connecticut  

6.3 

3.1 

9.4 

7.58 

Illinois  

25.9 

1.3 

27.2 

6.49 

Indiana  

13.8 

4.7 

18.5 

7.75 

Maryland  

7.0 

.1 

7.1 

4.92 

Massachusetts  .... 

23.4 

.5 

23.9 

8.12 

Michigan  

7.0 

3.8 

$39.5 

50.3 

10.22 

New  Jersey  

18.2 

.6 

18.8 

11.21 

New  York 

52.8 

24.4 

77.2 

8.44 

North  Carolina  . . . 

9.5 

.1 

9.6 

3.75 

Ohio  

32.5 

7.1 

10.8 

50.4 

1 1 .73 

Pennsylvania  .... 

42.1 

8.2  2 

39.0 

89.3 

16.63 

Virginia  

7.7 

.3 

15.9 

23.9 

13.43 

West  Virginia  .... 

2.4 

.4 

6.0 

8.8 

7.78 

Wisconsin  

13.6 

.1 

13.7 

5.87 

Per  Capita  Revenues  from  Alcoholic  Beverages 

California  

$1.72 

$ .72 

$2.44 

Connecticut  

3.09 

1.52 

4.61 

Illinois  

2.94 

.15 

3.09 

Indiana  

3.42 

1.16 

4.58 

Maryland  

2.87 

.04 

2.91 

Massachusetts  .... 

4.95 

.10 

5.05 

Michigan  

1.07 

.58 

$6.04 

7.69 

New  Jersey  

3.66 

.12 

3.78 

New  York  

3.51 

1.62 

5.13 

North  Carolina  . . . 

2.30 

.02 

2.32 

Ohio  

4.03 

.88 

1.34 

6.25 

Pennsylvania  .... 

3.99 

.78 

3.69 

8.46 

Virginia  

2.27 

.09 

4.70 

7.06 

West  Virginia  .... 

1.20 

.20 

3.01 

4.41 

Wisconsin  

3.91 

.03 

3.94 

Source:  U.  S.  Bureau  of  the  Census,  “Compendium  of  State  Government  Finances,  1951.” 


1 For  total  taxes  and  profits,  see  Table  45.  Local  taxes  are  not  included. 

2 $5,778,970  of  liquor  license  revenue  was  returned  to  local  governments;  the  application  fees  are 
transmitted  to  the  State  Stores  Fund. 


and  the  addition  of  the  10  percent  emergency 
tax  to  the  price.  The  information  available  to 
the  Tax  Study  Committee  indicates  that  the  retail 
prices  in  Pennsylvania  do  not  greatly  exceed  those 
in  nearby  states,  with  the  exception  of  Ohio, 
where  a substantial  price  differential  prevails. 
Experience  appears  to  demonstrate,  however,  that 
the  Pennsylvania  patronage  holds  up  in  spite  of 
the  somewhat  higher  prices. 

The  total  and  per  capita  purchases  of  alcoholic 


beverages  in  selected  states  in  1950  and  1951  are 
shown  in  Table  52.  In  1951,  Pennsylvania  pur- 
chases of  distilled  spirits  are  estimated  at  10,337,- 
000  gallons,  or  0.98  gallons  per  capita,  according 
to  the  Distilled  Spirits  Institute.  Among  the  states 
in  the  group,  only  Indiana,  with  0.84  gallons  per 
capita,  and  North  Carolina,  with  0.82  gallons  per 
capita,  had  lower  per  capita  purchases.  California 
was  the  highest,  with  1.70  gallons  per  capita.  Pur- 
chases in  New  Jersey  were  1.65  gallons,  in  New 
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Table  52 

ANNUAL  PURCHASES  OF  ALCOHOLIC  BEVERAGES 
Calendar  Years  1950  and  1951 


Total  Purchases 


(In  thousands  of  gallons  for  spirits  and  wines)  Per  Capita  Purchases 

(In  thousands  of  barrels  for  malt  beverages)  (In  gallons) 


1950 

1951 

1950 

1951 

United  States,  1 otal 

Distilled  Spirits 

190,019 

193,766 

1.26 

1.26 

Wine  

134,952 

121,541 

0.90 

0.79 

Malt  Beverages  

82,536 

82,973 

16.98 

16.77 

California 

Distilled  Spirits 

18,591 

18,772 

1.76 

1.70 

Wine  

21,736 

20,388 

2.05 

1.85 

Malt  Beverages  

5,241 

5,369 

15.35 

15.10 

Illinois 

Distilled  Spirits  

14,702 

14,125 

1.69 

1.60 

Wine  

9,502 

7,673 

1.09 

0.87 

Malt  Beverages  

6,034 

5,961 

21.47 

20.95 

Indiana 

Distilled  Spirits  

3,246 

3,403 

0.83 

0.84 

Wine  

2,289 

2,053 

0.58 

0.51 

Malt  Beverages  

2,095 

2,157 

16.51 

16.57 

Maryland 

Distilled  Spirits  

3,651 

3,837 

1.56 

1.57 

Wine  

2,417 

2,128 

1.03 

0.87 

Malt  Beverages  

1.766 

1,872 

23.37 

23.77 

Massachusetts 

Distilled  Spirits  

6,845 

6,711 

1.46 

1.42 

Wine  

5,231 

4,160 

1.12 

0.88 

Malt  Beverages  

2,942 

2,805 

19.44 

18.38 

Michigan 

Distilled  Spirits 

7,513 

7,940 

1.18 

1.21 

Wine  

4,684 

4,468 

0.74 

0.68 

Malt  Beverages  

5,071 

5,082 

24.67 

24.07 

New  Jersey 

Distilled  Spirits  

8,243 

8,215 

1.70 

1.65 

Wine  

7,313 

6,204 

1.51 

1.25 

Malt  Beverages  

3,653 

3,682 

23.37 

22.95 

New  York 

Distilled  Spirits  

24,306 

23,710 

1.64 

1.58 

Wine  

22,588 

20,082 

1.52 

1.34 

Malt  Beverages  

11,064 

10,827 

23.13 

22.34 

North  Carolina 

Distilled  Spirits 

2,928 

3,393 

0.72 

0.82 

Wine  

871 

1,342 

0.21 

0,32 

Malt  Beverages  

577 

654 

4.40 

4,90 

Ohio 

Distilled  Spirits  

9,824 

10,482 

1.24 

1.30 

Wine  

6,138 

5,728 

0.77 

0.71 

Malt  Beverages  

5,437 

5,511 

21.21 

21.19 

Pennsylvania 

Distilled  Spirits  . . . . 

9,957 

10,337 

0.95 

0.98 

Wine  

9,969 

9,533 

0.95 

0.90 

Malt  Beverages 

7,693 

7,738 

22.72 

22.72 
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Table  52 

ANNUAL  PURCHASES  OF  ALCOHOLIC  BEVERAGES 
Calendar  Years  1950  and  1951 


Total  Purchases 

(In  thousands  of  gallons  for  spirits  and  wines)  Per  Capita  Purchases 

(In  thousands  of  barrels  for  malt  beverages)  (In  gallons) 


1950  1951  1950  1951 

West  Virginia 

Distilled  Spirits  2,083  2,112  1.04  1.06 

Wine  1,240  995  0.62  0.50 

Malt  Beverages  675  675  10.43  10.49 

Wisconsin 

Distilled  Spirits 4,371  4,403  1.27  1.27 

Wine  2,878  2,671  0.84  0.77 

Malt  Beverages  3,043  2,945  27.46  26.27 


Sources:  United  States  Brewers  Foundation,  Distilled  Spirits  Institute,  Wine  Institute,  and  various 
reports  from  the  selected  states. 


York  1.58  gallons,  in  Ohio  1.30  gallons,  in  West 
Virginia  1.06  gallons,  and  the  national  average. 
1.26  gallons  per  capita. 

In  appraising  the  liquor  tax  situation,  it  is  well 
to  keep  in  mind  that  the  big  tax  on  liquor  is  the 
federal  tax.  As  an  emergency  measure,  this  was 
raised  in  1951  to  $10.50  a gallon.  Under  the 
existing  federal  law,  the  rate  of  this  tax  will 
return  to  $9.00  a gallon  in  1954. 

Because  of  the  great  revenue  needs  of  the  Com- 
monwealth, it  does  not  seem  feasible  at  this  time 
to  accept  the  loss  of  revenue  which  would  pre- 
sumably arise  from  a reduction  of  the  liquor 
mark-up  or  a lowering  of  the  10  percent  emer- 
gency tax.  On  the  other  hand,  there  appears  to  be 
no  compelling  reason  for  increasing  either  the 
liquor  mark-up  or  the  tax.  Every  effort  should  be 
made  to  maximize  profits  by  eliminating  ineffi- 
ciencies in  operation  and  by  preventing  inventories 
from  becoming  excessive. 

The  relatively  low  wine  mark-up  of  43  percent 
of  cost  in  recent  years  has  served  as  a subsidy  to 
wine  and  a discrimination  against  distilled  spirits. 
Revenue  needs  as  well  as  considerations  of  equity, 
in  the  opinion  of  the  Tax  Study  Committee,  re- 
quire a mark-up  on  wines  comparable  with  that 
on  distilled  spirits.  The  Committee  is  advised  by 
the  Liquor  Control  Board  that  this  higher 
mark-up  would  increase  the  annual  wine  revenues 
by  about  $1.0  million,  to  a total  of  approximately 
$4.5  million. 

Wine  purchases  in  Pennsylvania  are  above 


the  national  average,  as  shown  by  the  data  in 
Table  52.  In  1951,  per  capita  wine  purchasers  in 
Pennsylvania  were  0.90  gallons,  as  compared  with 
a national  average  of  0.79  gallons.  This  compares 
with  0.71  gallons  in  Ohio,  0.50  gallons  in  West 
Virginia,  and  0.87  gallons  per  capita  in  Maryland. 
But  New  York,  with  1.34  gallons,  and  New 
Jersey,  with  1.25  gallons  had  higher  per  capita 
purchases  than  Pennsylvania.  Since  the  Pennsyl- 
vania wine  revenues  are  obtained  partly  through 
the  liquor  store  profits,  it  is  difficult  to  compare 
the  wine  “tax”  in  Pennsylvania  and  other  states. 

The  Pennsylvania  malt  beverage  tax  of  $2.48 
a barrel  of  31  gallons  is  higher  than  the  similar 
taxes  in  Maryland,  New  Jersey,  New  York,  and 
many  other  states,  as  indicated  by  data  in  Tables 
53  and  54.  On  the  other  hand,  it  is  lower  than 
the  taxes  in  19  other  states.  One  state  has  a 
tax  of  $13  a barrel.  Two  states  have  taxes  of 
$10  a barrel. 

The  per  capita  purchases  of  malt  beverages  in 
Pennsylvania  are  above  the  annual  average,  as 
shown  by  the  data  in  Table  52.  In  1951,  per 
capita  purchases  in  Pennsylvania  were  22.72 
gallons  as  compared  with  a national  average  of 
16.77  gallons.  Maryland  and  New  Jersey  per 
capita  purchases  exceeded  those  of  Pennsylvania, 
while  those  in  New  York,  Ohio,  and  West 
Virginia  were  lower.  A 50  percent  increase  in 
the  malt  beverage  tax  in  Pennsylvania  to  $3.72 
a barrel  would  raise  approximately  $10  million 
a year  in  additional  revenue,  assuming  that  the 
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Table  53 


COMPARISON  OF  STATE  EXCISE  TAXES  ON  MALT  BEVERAGES,  1952 

(per  31 -gallon  barrel) 

50^  to  $1  $1  to  $1.50  $1.50  to  $2  $2  to  $3  $3  to  $4 


California 

Connecticut 

Kentucky 

Arizona 

Alabama 

Colorado 

Delaware 

New  Mexico 

Indiana 

Idaho 

Maryland 

Illinois 

Iowa 

Kansas 

Missouri 

Michigan 

Massachusetts 

New  Hampshin 

Nevada 

Montana 

Ohio 

Tennessee 

Wyoming  Nebraska 

New  Jersey 
New  York 
Oregon 

Rhode  Island 
Texas 
Washington 
Wisconsin 
Number  of  States 

Pennsylvania 

South  Dakota 

Virginia 

6 

13 

2 

7 

6 

$4  to  $5 

$5  to  $8 

$9  to  $10 

$10 

$13 

Georgia 

Maine 

North  Dakota 
Utah 

Vermont 

Number  of  States 

Arkansas 

Florida 

North  Carolina 
West  Virginia 

South  Carolina 

Louisiana 

Oklahoma 

Mississippi 

5 

4 

1 

2 

1 

Source : Commerce  Clearing  House,  Inc.  and  various  state  reports. 


Table  54 


MALT  BEVERAGE  ANALYSIS,  1951 


Tax  Rate 

Purchases 

:r  Capita 
Excise 
Tax 

Bbl. 

(31  gal.) 

Case 

24  pkgs. 
of  12  oz. 

In  Barrels 

1 

Pe 

Per  Capita  Excise  ] 
In  Gal.  Tax 

Draught 

Packaged 

Total 

California  ....  $ .62 

$.045 

5,369,653 1 

15.1 

$ 3,329,184 

$ .30 

Connecticut  . 1.00 

.075 

553,873 

780,997 

1,334,872 

20.3 

1,360,906 

.67 

Illinois 1.24 

.09 

1,548,216 

4,413,696 

5,961,9122 

21.0 

7,411,441 

.84 

Indiana  2.7125 

.196875 

254,295 

1,903,346 

2,157,641 

16.6 

5,107,973 

1.27 

Maryland  . . . .93 

.0675 

341,606 

1,530,610 

1,872,216 

23.8 

1,741,163 

.71 

Massachusetts.  2.00 

.14516 

2,805,564 1 

18.4 

5,622,929 

1.19 

Michigan  ....  1.25 

.09072 

1,039,286 

4,042,804 

5,082,090 

24.1 

7,377,243 

1.13 

New  Jersey  . . 1.0333 

.075 

3,682,1 19 1 

22.9 

3,812,682 

.77 

New  York...  1.0333 

.075 

10,827, 191 1 

22.3 

11,253,411 

.75 

N.  Carolina  . . 7.50 

.60 

39,036 

615,963 

654,999 

4.9 

4,689,943 

1.13 

Ohio  on  3.2%  1.50 

.12 

1,417,949 

4,093,169 

5,511,118 

21.2 

19,877,904 

2.47 

on  over  3.2%  2.50 

.36 

Pennsylvania  2.48 

.24 

3,200,514 

4,537,647 

7,738,161  2 

22.7 

22,901,917 

2.17 

Virginia  3.10 

.480 

136,136 

1,095.710 

1,231,846 

11.3 

7,119,495 

2.10 

W.  Virginia.  . 5.50 

.40 

103.797 

571,274 

675,071 

10.5 

2,349,847 

1.18 

Wisconsin  ...  1.00 

.07258 

1,253,555 

1,692,038 

2,945,593 

26.3 

2,940,443 

.85 

Sources:  United  States  Brewers  Foundation,  “Brewers  Almanac,  1952,”  Distilled  Spirits  Institute, 
“Public  Revenues  from  Alcoholic  Beverages,”  and  various  state  reports. 

1 Breakdown  of  draught  and  packaged  totals  not  available. 

2 Figures  represent  the  purchase  of  stamps  during  year. 
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demand  for  malt  beverages  would  not  greatly 
decline.  The  tax  rate  would  then  be  high  in  com- 
parison with  the  taxes  in  surrounding  states. 

The  license  and  fee  system  produces  revenues 
primarily  for  the  local  governments.  The  charges 
prevailing  appear  to  be  low.  A study  of  the 
alcoholic  beverage  licenses  and  fees,  with  a view 
to  revising  them  upward  for  the  benefit  of  the 
local  governments,  would  appear  to  be  in  order. 

The  Cigarette  Tax 

Another  commodity  which  furnishes  large  reve- 
nues to  the  Commonwealth  is  cigarettes.  In  re- 
cent years  more  and  more  states  have  introduced 
cigarette  taxes,  and  now  41  states  and  some  local 
governments  are  in  this  field.  The  state  tax  rates, 
which  have  been  tending  upward,  range  from  2 
to  8 cents  for  a package  of  20  cigarettes.  The 
federal  tax  rate  was  raised  to  8 cents  a package 
in  1951  as  an  emergency  revenue. 

The  yield  of  the  Pennsylvania  cigarette  tax  at 
a rate  of  4 cents  a package  was  $44,264,545  in 
the  fiscal  year  1952.  The  tax  was  initiated  here 
in  1935.  The  tax  rate  was  increased  from  2 to  4 
cents  a package  by  the  General  Assembly  in  1947. 

The  cigarette  tax  rates  prevailing  among  the 
states  in  1952  are  shown  in  Table  55.  The  reve- 
nues obtained  in  selected  states  in  recent  years 
are  summarized  in  Table  56.  In  the  fiscal  year 
1952,  only  New  York  secured  more  revenue  from 
cigarettes  than  the  Pennsylvania  receipts  of  $44.3 
million.  The  ratio  of  cigarette  tax  receipts  to 
total  state  taxes  in  Pennsylvania  was  8.19  per- 
cent. Only  New  Jersey  and  Massachusetts,  among 
the  selected  states,  procured  relatively  more  of 


the  state  tax  revenues  from  this  source. 

Per  capita  purchases  of  cigarettes  in  Pennsyl- 
vania in  1951  were  2,144,  exceeding  the  2,040 
figure  of  West  Virginia.  But  per  capita  purchases 
in  New  York  were  2,770,  in  Ohio  2,544,  and 
in  New  Jersey  2,684.  Per  capita  purchases  in 
Massachusetts,  in  spite  of  the  5 cent  tax,  were 
2,283. 

There  are  now  9 states,  including  Pennsylvania, 
which  tax  cigarettes  at  a rate  of  4 cents  a package 
of  20.  Four  states  levy  taxes  at  a rate  of  5 cents, 
two  states  at  6 cents,  and  one  at  8 cents.  One 
state  imposes  a tax  at  a rate  of  2 cents  for  each 
10  cents,  or  fraction  thereof,  of  the  retail  price. 

The  distributors  of  and  dealers  in  cigarettes 
are  licensed  by  the  states  and  usually  pay  a 
nominal  charge.  In  Pennsylvania  this  is  $1.00.  As 
evidence  of  payment  of  the  tax,  stamps  are  affixed 
to  the  cigarette  package.  Distributors  and  dealers 
who  are  certified  stamp  affixing  agencies  are 
allowed  a discount  of  4 percent  for  affixing  the 
stamps. 

Among  the  neighboring  states,  only  West  Vir- 
ginia has  a tax  rate  of  4 cents  a package.  New 
Jersey  and  New  York  have  3 cent  taxes,  Dela- 
ware and  Ohio  2 cents,  and  Maryland  and  Vir- 
gina  have  no  taxes. 

The  experience  of  Massachusetts  and  Florida 
with  a 5 cent  tax  appears  to  demonstrate  the 
greater  revenue  yield  which  may  be  obtained  with 
a higher  tax  rate,  despite  the  competition  from 
lower  tax  areas.  Florida  had  the  highest  cigarette 
tax  revenue  per  capita  in  1952,  Massachusetts  the 
next  highest.  Our  per  capita  yield,  with  a 4 cent 
tax,  was  considerably  lower. 
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Table  55 

STATE  CIGARETTE  TAX  RATES,  1952 
(Per  Standard  Package  of  20  Cigarettes) 


2 1 

3^ 

4^ 

5 <j; 

6<f 

00 

Arizona 

Alabama 

Maine 

Florida 

Arkansas 

Louisiana 

Delaware 

Connecticut 

Minnesota 

Massachusetts 

North  Dakota 

Iowa 

Georgia 

Mississippi 

Oklahoma 

Kentucky  1 

Idaho 

Montana 

Tennessee 

Ohio 

Illinois 

New  Mexico 

Utah 

Indiana 

Pennsylvania 

Wyoming 

Kansas 

Texas 

Michigan 

Vermont 

Nebraska 

Washington  3 

Nevada 

West  Virginia 

New  Hampsh 
New  Jersey 
New  York 

ire  2 

Rhode  Island 

South  Carolina 

South  Dakota 

Wisconsin 

Number  of  States 

7 

17 

10 

4 

2 

1 

Source:  U.  S.  Treasury  Department,  “Federal,  State,  Local  Tax 

Coordination,” 

March  1952. 

1 The  statutory  rate  is  1 cent  for  each  10  cents 

of  the  retail  price 

or  fraction. 

2 The  statutory  rate  is  15 

percent  of  the  retail  price. 

3 The  statutory  rate  is  2 cents  for  each  10  cents 

of  the  retail  price 

or  fraction. 

Table 

56 

TAX  REVENUES  FROM  CIGARETTES 

Fiscal  Years 

1950-1952 

(In  thousands) 

Rank  by  State 

Percent  of 

As  To  Total 

Total  State  Tax 

Revenue  Revenue 

Revenue 

Revenue 

Collections 

1950  1951 

1952 

In  1952 

1952 

California  . . . 

Connecticut  . . 

$ 7,648  $ 7,854 

$ 8,443 

10 

6.39% 

Illinois  

28,328  27,828 

28,919 

3 

6.35 

Indiana  

Maryland  .... 

12,678  12,980 

13,319 

8 

5.16 

Massachusetts  , 

25,930  26,509 

26,743 

4 

8.91 

Michigan  .... 

22,598  23,246 

24,148 

5 

4.81 

New  Jersey  . . . 

17,787  18,410 

19,099 

7 

10.72 

New  York  . . . 
North  Carolina 

56,684  58,486 

59,769 

1 

5.84 

Ohio  

18,144  18,951 

19,816 

6 

4.39 

Pennsylvania 

Virginia  

42,759  43,380 

44,265 

2 

8.20 

West  Virginia 

2,057  2,060 

5,748 

11 

4.68 

Wisconsin  . . . 

9,950  10,079 

10,418 

9 

4.27 

Source:  U.  S.  Bureau  of  the  Census,  “State  Tax  Collections”  for  each  year. 
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Table  57 

CIGARETTE  TAX  RATES  AND  REVENUES 
(In  thousands) 


Massachusetts  Florida  Pennsylvania 


Fiscal 

Year 

Rate  Per 
Package 

Total 

Revenue 

Rate  Per 
Package 

Total 

Revenue 

Rate  Per 
Package 

Total 

Revenue 

1940  

2<j: 

$ 7,361 

2 1 

$11,983 

1941  

2$ 

7,939 

, . 

2<j; 

12,411 

1942  

2$ 

8,363 

. . 

2<j; 

13,727 

1943  

2$ 

N.  A. 

, . 

2<t 

13,789 

1944  

....  2<? 

8,702 

2<j: 

$ 5,923 

2<t> 

14,665 

1945  

....  2{ 

7,527 

2 1 

5,418 

2$ 

12,322 

1946  

. . . . 4$ 

16,913 

4$ 

10,225 

2<f: 

16,882 

1947  

20,530 

4<f: 

11,436 

2 <t> 

20,988 

1948  

. . . . 4$ 

21,237 

4 f 

12,327 

37,348 

1949  

H 

21,286 

4$ 

12,599 

M 

41,128 

1950  

25,930 

5<j: 

15,180 

4$ 

42,759 

1951  

5 i 

26,509 

5^ 

16,653 

4<j; 

43,380 

Sources:  U.  S.  Bureau  of  the  Census,  “State  Tax  Collections”  for  each  year,  and  Commerce  Clearing 
House,  Inc. 


In  Massachusetts  and  Florida,  the  increase  in 
revenues  from  the  cigarette  taxes  after  rates  were 
increased  seems  to  show  that  the  5 cent  rate  did 
not  act  adversely  in  the  interest  of  additional 
revenue,  as  shown  in  Table  57.  In  this  period 
both  population  and  income  were  increasing. 

In  the  past  in  Pennsylvania  when  the  cigarette 
tax  has  been  increased  the  demand  has  held  up 
well  and  the  revenues  have  increased  substan- 
tially. It  is  estimated  that  if  the  Pennsylvania 
cigarette  tax  rate  were  advanced  from  4 to  5 
cents  a package,  the  tax  revenues  would  increase 
approximately  $10  million  a year.  However,  such 
a rate  increase  would  elevate  the  Pennsylvania 
tax  rate  still  further  above  the  taxes  of  nearby 
states,  unless  the  legislatures  in  those  states  in 
1953  should  increase  their  tax  rates.  The  problem 
of  diminishing  revenue  returns  from  higher  tax 
rates  must  always  be  considered. 

The  Realty  Transfer  Tax 

In  1951  the  General  Assembly  enacted  a realty 
transfer  tax  at  a rate  of  1 percent.  It  is  estimated 
by  the  Budget  Bureau  to  yield  $29  million  in  the 
1953-1955  biennium.  The  Commonwealth  also 
permits  local  governments  to  impose  such  taxes. 
On  April  1,  1953,  a total  of  221  local  deed 
transfer  taxes  was  reported.  Of  these,  166  had 
been  levied  by  school  districts.  The  local  tax  rate 


may  not  exceed  1 percent  for  each  unit  imposing 
the  tax.  The  total  local  and  state  tax  rates  could 
be  as  high  as  2 percent. 

A separate  realty  transfer  tax  is  a rather  un- 
usual form  of  revenue  among  the  states.  Some  of 
the  states  with  gross  receipts  or  gross  income 
taxes,  however,  apply  those  taxes  to  realty 
transfers. 

The  Pennsylvania  state  realty  transfer  tax  does 
not  appear  to  have  had  any  generally  serious 
effects  on  real  estate  activity.  The  tax  is  com- 
monly divided  between  the  seller  and  the  buyer, 
according  to  reports.  As  long  as  the  tax  rate  is 
moderate  and  the  real  estate  market  is  not  de- 
pressed, such  a tax  may  be  regarded  as  a suit- 
able state  revenue. 

The  Stock  Transfer  and  Legal  Documents 
Taxes 

Pennsylvania  is  one  of  several  states  taxing 
the  transfer  of  capital  stock.  The  tax  rate  is  2 
cents  on  each  $100  of  market  value,  but  not  ex- 
ceeding 2 cents  on  each  $100  of  face  value  or  2 
cents  for  each  share  of  no-par  stock.  Tax  col- 
lections in  the  fiscal  year  1952  were  $193,944. 

New  York,  where  the  great  preponderance  of 
stock  transfers  occurs,  levies  a tax  at  graduated 
rates  on  stock  sales,  with  rates  ranging  from  1 
cent  on  sales  for  less  than  $5  a share  up  to  4 cents 
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on  sales  at  $20  or  more  a share.  The  tax  rate  is 
2 cents  a share  on  transfers  other  than  by  sale. 

Massachusetts  levies  a tax  at  a rate  of  2 cents 
a share  on  each  $100  of  face  value  and  2 cents 
a share  otherwise. 

Texas  taxes  shares  at  a rate  of  3.3  cents  on 
each  $100  of  face  value  and  3.3  cents  a share 
otherwise. 

A federal  tax  of  5 cents  for  each  $100  of  face 
or  par  value  or  fraction  thereof  is  levied  on  trans- 
fers of  stocks.  Otherwise  the  tax  rate  is  5 cents.  If 
the  price  per  share  is  $20  or  more,  the  tax  rate 
is  6 cents. 

The  revenues  realized  from  these  taxes  in  the 
fiscal  year  1951  were  as  follows: 


United  States 
New  York 
Massachusetts 

Pennsylvania 

Texas 


$28,700,000 

31.183.240 

314,544 

213,700 

202,249 


Some  of  the  states,  including  Pennsylvania, 
also  tax  legal  documents.  A charge  of  50  cents  is 
imposed  by  the  Commonwealth  for  recording 
deeds  and  mortgages  and  charges  of  25  to  50 
cents  for  the  issue  of  certain  official  writs  and 
other  legal  documents.  At  these  low  rates,  the 
revenues  derived  in  the  fiscal  year  1951  were 
$464,000  and  in  the  fiscal  year  1952  were  $443,- 
999.  A doubling  of  the  rates  should  double  the 
revenue. 

The  taxes  on  legal  documents  generally  provide 
little  revenue.  Florida,  however,  raised  $3.2  mil- 
lion from  various  documentary  taxes  in  the  fiscal 
year  1951  and  Virginia  obtained  $1.9  million  from 
a document  registry  tax  at  rates  higher  than  those 
prevailing  in  Pennsylvania. 

In  general,  both  the  stock  transfer  and  docu- 
mentary taxes  appear  to  have  only  limited  reve- 
nue possibilities. 

Summary 

The  two  commodities  which  provide  substan- 
tial General  Fund  revenues  in  Pennsylvania  are 
alcoholic  beverages  and  cigarettes.  Alcoholic  bev- 
erages supplied  the  General  Fund  with  $86.2 
million  in  the  fiscal  year  1952,  a sum  apparently 
not  equalled  in  any  other  state. 

The  retail  prices  of  packaged  liquor  in  Penn- 
sylvania apparently  do  not  greatly  exceed  those 
in  adjoining  states,  except  in  Ohio,  where  ma- 


terially lower  prices  are  found.  The  Pennsylvania 
liquor  patronage  holds  up,  however,  in  spite 
of  the  somewhat  higher  prices. 

Because  of  the  great  revenue  needs  of  the 
Commonwealth,  it  does  not  appear  feasible  at 
this  time  to  lower  liquor  prices  by  reducing  either 
the  liquor  markup  or  the  10  percent  emergency 
tax. 

The  low  markup  on  wine  has  had  the  effect 
of  subsidizing  wine  consumption  and  discriminat- 
ing against  the  purchasing  of  liquor.  A higher 
markup  on  wine,  comparable  with  that  on  liquor, 
would  increase  annual  revenues  by  approximately 
$1.0  million,  according  to  the  Liquor  Control 
Board. 

The  Pennsylvania  malt  beverage  tax  is  now 
higher  than  that  in  many  states,  including  Mary- 
land, New  Jersey,  and  New  York.  It  is  lower, 
however,  than  the  taxes  of  some  of  the  other 
states.  An  increase  in  the  tax  from  $2.48  to  $3.72 
a barrel  would  yield  approximately  $10  million 
a year  in  revenue  if  the  demand  for  malt  bever- 
ages would  not  greatly  decline.  This  would  ap- 
proximate the  malt  beverage  taxes  of  Ohio  and 
West  Virginia  but  would  increase  the  margin 
over  the  lower  taxes  of  other  states. 

The  cigarette  tax,  another  important  revenue 
producer,  furnished  the  General  Fund  with  over 
$44  million  in  the  fiscal  year  1952,  at  a rate  of 
4 cents  a package.  The  tax  rates  are  lower  in 
the  neighboring  states,  except  in  West  Virginia, 
where  the  rate  is  also  4 cents.  Massachusetts  and 
Florida  have  found  taxes  of  5 cents  a package 
productive  revenues,  and  a few  other  states  have 
still  higher  tax  rates. 

The  demand  for  cigarettes  is  such  that  an 
increase  in  the  rate  to  5 cents  a package  in  Penn- 
sylvania would  probably  raise  new  annual  reve- 
nues of  $10  million.  Such  a rate  advance,  how- 
ever, would  increase  the  Pennsylvania  tax  dif- 
ferential over  the  lower  rates  generally  prevailing 
in  nearby  states. 

The  realty  transfer  tax  adopted  in  1951  is  esti- 
mated to  supply  $29  million  in  the  1953-1955 
biennium  at  the  rate  of  1 percent.  A similar  tax 
at  a rate  of  1 percent  is  also  imposed  by  a number 
of  local  governments.  Taxes  at  moderate  rates 
do  not  appear  to  affect  real  estate  transfers  ma- 
terially when  the  markets  are  active.  A separate 
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real  estate  transfer  tax,  however,  is  unusual 
among  the  states. 

The  Pennsylvania  stock  transfer  tax  and  the 
legal  documents  tax  supply  relatively  little  reve- 
nue. Collections  from  these  taxes  were  only 


$193,944  and  $443,999,  respectively,  in  the  fiscal 
year  1952.  The  tax  rates  on  legal  documents  are 
low,  however,  and  somewhat  more  revenue  could 
be  obtained  from  them.  A doubling  of  the  tax 
rates  should  double  the  revenue. 
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CHAPTER  V 

THE  INHERITANCE  AND  ESTATE  TAXES 


IF  Benjamin  Franklin  were  alive  today  and 
could  observe  the  combined  assault  of  the 
Federal  and  state  taxes  on  the  transfer  of 
property  at  death,  he  would  probably  want  to  re- 
affirm his  famous  remark,  “In  this  world  nothing 
is  certain  but  death  and  taxes.”  The  estate  and 
inheritance  taxes  of  the  state  and  federal  govern- 
ments are  producers  of  considerable  revenue  and 
at  the  same  time  are  popularly  regarded  as  im- 
posts consistent,  in  principle,  with  modern  ideas 
of  ability  to  pay.  If  property  left  at  death  is  too 
heavily  taxed,  the  desire  to  accumulate  wealth 
will  be  weakened  and  much  saving  of  funds  for 
investment  will  be  thwarted.  On  the  other  hand, 
moderate  taxation  will  not  weaken  the  institu- 
tions of  private  property  and  individual  initiative 
and  at  the  same  time  will  make  available  substan- 
tial revenue  for  financing  governmental  services. 

Pennsylvania  was  the  first  state  to  adopt  an 
inheritance  tax.  It  was  initiated  in  1826  as  a 
tax  on  inheritances  received  by  collateral  heirs. 
In  time  Pennsylvania  and  other  states  taxed  in- 
heritances received  by  direct  heirs,  or  those  of 
the  immediate  family,  as  well  as  property  received 
by  other  relatives  and  nonrelatives,  or  collateral 
heirs.  Now  every  state,  except  Nevada,  taxes  the 
transfer  of  property  at  death.  Three  states,  includ- 
ing West  Virginia,  tax  inheritances  only.  Seven 
states,  of  which  New  York  is  one,  tax  estates 
only  and  follow  the  federal  basis  of  taxation.  The 
remaining  37  states,  including  Pennsylvania,  com- 
bine an  inheritance  tax  with  an  estate  tax,  the 
latter  being  levied  primarily  as  a means  of  obtain- 


ing a credit  against  the  federal  estate  tax  for  the 
state  treasury. 

The  inheritance  taxes  are  sometimes  called 
share  taxes.  They  are  imposed  upon  the  net 
value  of  shares  received  by  beneficiaries  from  an 
estate.  The  estate  taxes,  on  the  other  hand,  are 
applied  to  the  net  value  of  the  whole  estate.  In- 
heritance and  estate  taxes  are  frequently  referred 
to  as  death  taxes. 

Features  of  State  Death  Taxes 

The  features  of  the  inheritance  taxes  vary  con- 
siderably from  state  to  state.  They  are  sum- 
marized in  Tables  58  and  59  for  selected  states. 
New  York,  which  taxes  estates  only,  is  omitted 
from  this  group.  (See  Appendix  V for  data  on 
state  estate  taxes.)  A flat  2 percent  rate  inherit- 
ance tax  is  imposed  by  Pennsylvania  on  the  in- 
heritances received  by  the  surviving  wife  or  hus- 
band or  lineal  heirs.  Widows  or  children  are  al- 
lowed an  exemption  of  $750.  Other  states  com- 
monly have  larger  exemptions.  On  the  other  hand, 
insurance  not  part  of  the  estate,  homesteads,  and 
joint  bank  accounts  are  exempt  from  taxation  in 
Pennsylvania. 

Shares  of  estates  received  by  collateral  heirs 
are  subject  to  a relatively  high  flat  rate  tax  of 
15  percent  in  Pennsylvania.  No  personal  exemp- 
tion is  given  to  collateral  heirs. 

The  Pennsylvania  tax  rate  on  direct  heirs  is 
higher  than  the  initial  rate  imposed  by  a number 
of  states,  but  since  the  Pennsylvania  tax,  unlike 
that  of  the  states  generally,  is  not  graduated,  the 
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Table  58 


STATE  INHERITANCE  TAX  RATES,  1952 


State  1 

Spouse  and 
Lineal  Heirs 

Collateral  Heirs 

Others 

Maximum 

Rate 

Applies 

Above 

Brothers 

and 

Sisters 

Others 

California  

2-10% 

5-15%  5'6 

6-16% 

7-16% 

$ 500,000 

Connecticut 2 

2-8 

3-9 5- 6 

6-12 

6-12 

1,000,000 

Illinois  

2-14 

2-14 

6-30 

10-30 

500,000 

Indiana 

1-10 

5-15  5' 6 

7-20 

7-20 

1,500,000 

Maryland 

1-7.5 

7.5 

7.5 

7.5 

it 

Massachusetts  3 

1-1 1 5 

4-15 

4-15 

6-15 

1,000,000 

Michigan  

2-8 7 

2-8  5'  7 

10-15 

10-15 

750,000 

New  Jersey 

1-16 

5-16 5 

8-16 

8-16  9 

3,700,000 

North  Carolina 

1-12 

4-16  6 

4-17 

8-17 

3,000,000 

Ohio  

1-4 

5-8  5’  6 

7-10 

7-10  10 

200,000 

Pennsylvania  

2 5 

15 

15 

15 

ii 

Virginia  

1-5 

2-10° 

5-15 

5-15 

1,000,000 

West  Virginia  1 

3-13 

4-18 

7-25 

7-30 10 

1,000,000 

Wisconsin  4 

2-10 

2-10  5' 6 

6-40  8 

8-40  8 

500,000 

Sources:  Commerce  Clearing  House,  Inc.,  and  Tax  Foundation. 

1 All  states  except  Idaho,  South  Dakota,  and  West  Virginia,  levy  an  estate  tax  to  assure  full  absorp- 
tion of  the  80%  federal  credit. 

2 Additional  exemptions  either  for  insurance,  homesteads,  joint  deposits,  support,  allowance,  disin- 
herited minor  children,  orphaned,  incompetent  or  blind  children,  and/or  previously  or  later  taxed  trans- 
fers. 

3 Massachusetts  imposes  an  additional  tax  of  20%  of  the  inheritance  tax  and  a second  additional 
tax  of  3%. 

4 Wisconsin  imposes  an  additional  tax  of  30%  on  the  tax  otherwise  payable. 

5 Same  rate  applies  to  daughters-in-law  and  sons-in-law. 

6 Same  rate  applies  to  nieces  and  nephews. 

7 Transfers  of  real  estate  are  taxable  at  three-fourths  of  specified  rates. 

8 Subject  to  statutory  limitation  that  total  tax  not  exceed  15%  of  the  property  transferred  to  the 
beneficiary. 

9 Charitable,  benevolent  and  religious  organizations:  exemption  $5,000,  rate  5%. 

10  Same  rate  applies  to  grandparents. 

11  Entire  Share. 


2 percent  rate  is  lower  than  the  maximum  rate 
on  direct  heirs  in  most  of  the  states.  The  impact 
of  the  Pennsylvania  tax  is  therefore  heavier  on 
the  smaller  estates  and  shares  of  estates  than  the 
taxes  of  many  other  states,  and  is  lighter  than 
many  of  the  taxes  on  the  larger  bequests. 

In  its  treatment  of  collateral  heirs,  Pennsyl- 
vania, by  raising  the  tax  rate  from  10  to  15  per- 
cent in  1951,  now  enforces  a relatively  heavy  tax. 
The  other  states  generally  impose  graduated  rates 
on  shares,  after  allowing  personal  exemptions. 
A maximum  rate  of  15  percent  or  more  is  ap- 
plied only  to  the  higher  brackets  of  inheritances. 

Pennsylvania  is  also  less  generous  in  its  exemp- 
tions for  bequests  to  charitable,  educational,  and 


other  nonprofit  institutions  than  many  other 
states.  Exemptions  are  confined  to  property  given 
to  municipalities  and  institutions  for  free  exhibi- 
tion to  the  public  in  Pennsylvania  and  to  property 
given  to  free  public  nonsectarian  or  national 
libraries  anywhere. 

So  far  as  residents  are  concerned,  the  Penn- 
sylvania inheritance  and  estate  taxes  are  admin- 
istered by  the  County  Registers  of  Wills  and  the 
State  Department  of  Revenue.  The  value  of  the 
taxable  property  is  determined  by  the  State  De- 
partment of  Revenue,  and  the  tax  is  collected 
by  the  Registers  of  Wills.  Taxes  on  nonresidents 
are  administered  by  the  State  Department  of 
Revenue. 
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The  Tax  Study  Committee  has  not  had  the 
time  to  conduct  an  intensive  study  of  the  adminis- 
tration of  the  inheritance  and  estate  taxes.  A pre- 
liminary examination  of  present  administrative 
and  compliance  practices  indicates  that  further 
study  would  be  warranted. 

The  Pennsylvania  estate  tax  referred  to  here  is 
a supplementary  tax  which  has  been  levied  to 
obtain  for  the  Commonwealth  the  benefit  of  the 
credit  allowed  against  the  minor  federal  estate 
tax  imposed  by  the  1926  law  for  the  payment  of 
state  death  taxes.  Federal  law  provides  that  this 
credit  shall  not  exceed  80  percent  of  the  tax  im- 
posed under  the  1926  law.  The  federal  tax  of 
1926  is  applied  on  the  net  values  of  estates  ex- 
ceeding $100,000  at  rates  graduated  from  1 to  20 
percent.  Pennsylvania,  like  many  other  states, 
imposes  an  estate  tax  of  sufficient  size  to  secure 
the  full  federal  credit  by  a differential  tax  which 
supplements  the  inheritance  tax. 

The  Death  Taxes  as  Revenues 

The  Pennsylvania  inheritance  and  estate  taxes 
have  furnished  important  revenues  to  the  General 
Fund,  varying  with  the  aggregate  value  of  taxable 
property.  In  the  fiscal  year  1952  the  tax  collections 
were  $26.1  million,  or  4.8  percent  of  the  total 
state  taxes  and  6.4  percent  of  General  Fund 
revenues,  excluding  federal  aid.  Tax  receipts  since 
1940  are  shown  in  Table  60- A.  California  and 
New  York  obtained  a little  more  revenue  than 
Pennsylvania  in  1952,  but  the  ratios  of  tax  col- 
lections to  total  state  taxes  were  lower,  being 
2.7  percent  in  each  case,  as  indicated  in  Table 
60-B. 

The  potential  revenues  from  state  death  taxes 
through  increased  rates  are  rather  limited.  More 
revenue  could  be  raised  with  higher  rates  if  the 
tax  did  not  drive  property  owners  with  estates 
out  of  the  state,  induce  those  with  wealth  to  dis- 
pose of  it  by  gift  and  avoid  death  taxes,  or 
seriously  weaken  their  incentives  to  accumulate 
wealth  to  be  passed  on  to  their  heirs  at  death.  In 
some  respects,  the  Pennsylvania  taxes  are  already 
higher  than  those  of  many  other  states.  There  is 
not  much  of  a prospect,  therefore,  of  increasing 
tax  revenues  substantially  by  stepping  up  the  tax 
rates.  If  insurance,  homesteads,  and  joint  bank  ac- 
counts were  taxable  on  one-half  of  their  value 
when  left  to  the  surviving  spouse,  this  would  in- 


Table  60-A 

PENNSYLVANIA  INHERITANCE  AND 
ESTATE  TAX  COLLECTIONS 


(In  millions) 


Fiscal  Year  Collections 

Percent  of 
General  Fund 
Revenues* 

1940 

$18.6 

9.8  % 

1941 

15.4 

7.9 

1942 

13.3 

6.1 

1943 

13.4 

5.8 

1944 

16.6 

7.3 

1945 

18.4 

8.2 

1946 

19.6 

9.8 

1947 

19.2 

8.3 

1948 

22.9 

7.4 

1949 

23.9 

7.1 

1950 

20.5 

6.2 

1951 

26.1 

7.3 

1952 

26.1 

6.4 

Source : State  Budget  Bureau. 

^Excluding  federal  aid. 

Table  60-B 

INHERITANCE  AND  ESTATE  TAX  COL- 
LECTIONS, FISCAL  YEAR  1952 
(In  millions) 

State 

Collections 

Percent 
of  Total 
State  Tax 
Collections 

California  

$28.5 

2.7% 

Connecticut  

6.2 

4.7 

Illinois  

11.4 

2.5 

Indiana  

3.4 

1.3 

Maryland  

3.2 

2.1 

Massachusetts  . . 

11.1 

3.7 

Michigan  

9.9 

2.0 

New  jersey 

12.5 

7.0 

New  York  

27.9 

2.7 

North  Carolina  . . 

4.4 

1.6 

Ohio 

4.6 

1.0 

Pennsylvania  . . 

26.1 

4.8 

Virginia  

2.1 

1.3 

West  Virginia  . . 

1.4 

1.1 

Wisconsin  

8.4 

3.4 

Source:  U.  S.  Bureau  of  the  Census,  “State 
Tax  Collections  in  1952.’’ 
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crease  revenues.  On  the  other  hand,  such  a change 
would  increase  the  weight  of  the  Pennsylvania 
taxes  on  the  smaller  estates,  as  well  as  the  larger, 
would  tax  many  estates  which  are  now  free  of  tax, 
and  would  remove  a feature  of  taxation  which 
certain  other  states  permit. 

The  Taxation  of  Gifts 

Some  revenue  could  be  raised  in  Pennsylvania 
by  the  inauguration  of  a separate  and  distinct 
gift  tax.  While  gifts  made  within  one  year  of 
death  are  deemed  to  be  made  in  contemplation  of 
death  and  are  taxable  in  Pennsylvania,  gifts  made 
before  that  period  are  not  taxable.  Twelve  states 
now  tax  gifts  directly,  usually  in  a manner  rather 
similar  to  their  taxation  of  property  transferred 
at  death.  Among  these  are  California,  North 
Carolina,  Virginia,  and  Wisconsin  in  the  group  of 
15  selected  states  whose  tax  systems  are  com- 
pared in  this  study. 

The  gift  taxes  apply  to  gifts  made  before 
death,  at  which  time  the  transfer  of  property  is 
taxed  with  inheritance  and  estate  taxes.  The  states 
sometimes  tax  gifts  at  the  same  rates  as  property 
transferred  at  death,  and  sometimes  at  lower 
rates.  The  exemptions  may  be  the  same  as  for 
the  death  taxes  or  more  generous. 

California  obtained  nearly  $2.0  million  from  a 
gift  tax  in  the  fiscal  year  1951  with  the  same 
rates  and  exemptions  as  the  inheritance  tax.  The 
latter  with  a supplementary  estate  tax,  had  a yield 
of  $20.4  million.  North  Carolina  secured  $559,308 
from  a gift  tax  as  compared  with  collections  of 
$2.7  million  from  the  inheritance  and  estate  tax. 
The  rates  and  exemptions  of  the  gift  and  inherit- 
ance taxes  were  the  same.  The  Virginia  gift  tax 
collections  are  not  separately  reported.  Wisconsin, 
with  rates  and  exemptions  similar  to  those  of  the 
inheritance  tax  raised  $889,454  from  the  gift  tax 
and  $5.5  million  from  the  combined  inheritance 
and  estate  taxes.  It  would  appear  that  Pennsyl- 
vania would  raise  approximately  $1.5  million  an- 
nually from  a gift  tax  with  features  similar  to 
those  of  the  inheritance  tax. 

Increased  Revenue  From  Federal  Tax  Credit 

The  richest  potential  source  of  increased  rev- 
enue from  the  death  and  gift  taxes  for  Pennsyl- 
vania and  the  other  states  is  a more  generous 
credit  against  the  federal  estate  tax  for  the  pay- 


ment of  state  death  taxes  and  a similar  credit 
against  the  federal  gift  tax  for  the  payment  of 
state  gift  taxes.  Such  a reform  must  await  Con- 
gressional approval  and  at  the  present  time  is  not 
immediately  in  sight.  A National  Tax  Commis- 
sion is  to  be  appointed  by  the  federal  and  state 
governments,  however,  to  study  the  possibilities  of 
better  coordinating  federal  and  state  taxes,  and 
this  commission  will  presumably  study  the  pos- 
sibilities of  increasing  the  state  share  of  death 
and  gift  tax  collections.  A more  generous  credit 
has  frequently  been  suggested  in  recent  years  by 
the  Governors’  Conference,  the  Council  of  State 
Governments,  Treasury  studies,  committees  of  the 
American  Bar  Association,  National  Tax  Asso- 
ciation, and  Federation  of  Tax  Administrators, 
and  representatives  of  various  other  groups. 

The  federal  estate  tax  was  introduced  in  1916 
as  a means  of  raising  additional  revenues  for  na- 
tional defense.  Previously  the  federal  government 
had  occasionally  taxed  transfers  of  property  at 
death  to  raise  emergency  revenues.  But  by  1916 
there  were  42  states  taxing  inheritances  and  one 
state  taxing  estates.  At  this  time  it  was  thought 
that  after  the  passing  of  the  war  emergency  the 
federal  tax  would  expire  and  the  death  tax  field 
would  be  left  again  to  the  states. 

The  federal  estate  tax  was  not  abandoned,  how- 
ever, in  spite  of  efforts  on  the  part  of  many  per- 
sons to  have  the  tax  repealed.  As  a result  of  the 
criticism,  in  1924  a credit  of  25  percent  was  al- 
lowed against  the  federal  estate  tax  for  the  pay- 
ment of  equivalent  state  taxes  on  an  estate.  The 
credit  was  increased  to  80  percent  in  1926  as  a 
further  concession  to  the  revenue  needs  of  the 
states.  Some  persons  also  felt  that  if  the  federal 
tax  were  completely  withdrawn,  some  of  the 
states  would  not  tax  property  transferred  at 
death  or  would  tax  it  at  much  lower  rates  than 
other  states  as  an  inducement  to  secure  wealthy 
persons  as  residents. 

When  the  depression  forced  a sharp  drop  in 
federal  revenues  in  the  1930’s,  new  revenues  were 
sought  by  means  of  a number  of  tax  increases. 
The  federal  law  of  1932  imposed  an  additional 
estate  tax  against  which  no  credit  was  allowed 
for  the  payment  of  state  taxes.  The  supplemen- 
tary tax  is  much  heavier  than  the  1926  tax,  im- 
posing rates  rising  from  3 to  77  percent  on  the 
values  of  estates  exceeding  $60,000.  The  corn- 
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Table  61 


FEDERAL  ESTATE  TAX  BURDEN,  1952  1 


Net  Estate 
(Before  Specific 
Exemption) 

Single  Person 

Married  Person  2 

Amount 
of  Tax 

Effective  Rate 
(Percent) 

Amount 
of  Tax 

Effective  Rate 
(Percent) 

$ 50,000 

100,000 

$ 4,800 

4.8% 

.... 

150,000 

17,500 

11.7 

$ 1,050 

0.7% 

200,000 

31.500 

15.8 

4,800 

2.4 

250,000 

45,300 

18.1 

10,700 

4.3 

300,000 

59,100 

19.7 

17,500 

5.8 

400,000 

87,700 

21.9 

31,500 

7.9 

500,000 

116,500 

23.3 

45,300 

9.1 

750,000 

191,800 

25.6 

80,500 

10.7 

1,000,000 

270,300 

27.0 

116,500 

11.7 

2,000,000 

626,600 

31.3 

270,300 

13.5 

5,000,000 

2,038,800 

40.8 

830.000 

16.6 

7,500,000 

3,454,200 

46.1 

1,400,900 

18.7 

10,000,000 

4,975,000 

49.8 

2,038,800 

20.4 

Source:  U.  S.  Treasury  Department. 

1 Amounts  and  effective  rates  shown  are  after  allowance  for  the  maximum  credit  for  state  death  taxes. 

2 Assumes  full  use  of  marital  deductions. 


bined  burden  of  this  tax  and  the  tax  of  1926  on 
estates  is  indicated  in  Table  61. 

The  states  have  secured  the  revenue  benefit  of 
the  federal  credit  by  increasing  their  death  taxes 
sufficiently  to  obtain  it.  The  revenues  they  thus 
enjoy  would  otherwise  go  into  the  federal  treas- 
ury. If  the  states  do  not  take  advantage  of  the 
credit,  estates  must  pay  the  full  federal  tax. 

The  present  estate  tax  credit  arrangement  is 
unfair  to  the  states.  Their  laws  govern  the  trans- 
fer of  property  at  death,  they  developed  inherit- 
ance taxation  before  the  federal  estate  tax  was 
inaugurated  in  1916,  and  their  revenue  sources 
are  more  limited  than  the  federal.  If  a federal  tax 
is  needed  to  assure  the  taxation  of  property  at 
death  at  comparable  rates  by  the  states,  a sub- 
stantial credit  against  the  federal  tax  or  even  a 
100  percent  credit  could  be  given  to  the  states 
and  the  advantage  of  federal  taxation  in  inducing 
the  states  to  maintain  death  taxes  could  be  gained. 

It  is  only  fair  that  the  states  should  be  allowed 
the  revenue  benefit  of  a credit  of  at  least  50  per- 
cent against  the  entire  federal  estate  tax  for  the 
payment  of  a similar  state  tax.  A 50  percent 
credit  would  bring  to  Pennsylvania  additional 
annual  revenues  from  estate  taxation  of  approxi- 


mately $30  million,  at  the  present  federal  tax 
rates,  without  increasing  the  total  taxes  on  estates, 
provided  that  suitable  state  legislation  were  en- 
acted. 

It  is  also  only  fair  that  the  states  should  be 
granted  the  revenue  advantage  of  a similiar  credit 
against  the  federal  gift  tax  for  the  payment  of  a 
state  gift  tax.  At  the  present  level  of  federal  gift 
tax  rates,  which  are  three-fourths  the  estate  tax 
rates,  Pennsylvania  would  obtain  approximately 
$3  million  a year  from  a 50  percent  credit,  pro- 
vided the  Commonwealth  adopted  appropriate 
legislation. 

Summary 

The  Pennsylvania  inheritance  and  estate  taxes 
together  constitute  one  of  the  more  important 
state  tax  revenues,  with  a recent  annual  yield  of 
$26.1  million. 

The  Pennsylvania  inheritance  tax  on  property 
going  to  direct  heirs  is  relatively  heavy  on  the 
smaller  bequests  and  relatively  moderate  on  the 
larger  inheritances.  The  flat  2 percent  rate  is 
higher  than  the  initial  rate  in  a number  of  states 
but  is  also  lower  than  the  common  maximum 
rates  of  the  graduated  taxes  of  other  states. 

The  inheritance  tax  on  collateral  heirs  at  a flat 
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rate  of  15  percent  in  Pennsylvania,  without  ex- 
emptions, is  an  unusually  heavy  tax. 

Pennsylvania  is  less  generous  in  its  exemptions 
for  bequests  to  charitable,  educational,  and  other 
nonprofit  institutions  than  many  other  states.  Ex- 
emptions are  confined  to  property  given  to  mu- 
nicipalities and  institutions  for  free  exhibition  to 
the  public  in  Pennsylvania  and  to  property  given 
to  free  nonsectarian  or  national  libraries. 

While  Pennsylvania  taxes  gifts  in  contemplation 
of  death,  other  gifts  are  not  taxed.  If  gifts  were 
taxed  in  a manner  similar  to  inheritances,  annual 


revenues  of  approximately  $1.5  million  could  be 
raised. 

A substantial  amount  of  additional  state 
revenue,  estimated  at  $30  million  annually,  could 
be  procured  if  a minimum  credit  of  50  percent 
were  allowed  by  Congress  against  the  entire 
federal  estate  tax  for  the  payment  of  state  death 
taxes. 

A further  $3  million  a year  could  be  obtained 
if  a similar  credit  of  50  percent  against  the 
federal  gift  tax  were  granted  by  Congress  for 
the  payment  of  a state  gift  tax. 
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CHAPTER  VI 

THE  STATE  CORPORATION  TAXES 


THE  corporate  form  of  business  organization 
is  subject  to  taxes  peculiar  to  that  form  of 
organization  in  Pennsylvania  and  in  other 
states.  Substantial  revenues  are  raised  in  this 
manner  with  relative  ease.  Because  the  corporate 
form  of  business  organization  offers  particular 
advantages  in  business,  it  is  sometimes  said  that 
corporations  should  pay  special  taxes.  But  the  pro- 
prietorship, the  partnership,  and  other  forms  of 
business  organization  also  possess  peculiar  ad- 
vantages, and  a logical  application  of  the  special 
benefit  theory  would  call  for  noncorporate,  as  well 
as  corporate,  business  taxes. 

Those  who  engage  in  business  undoubtedly 
draw  benefits  from  governmental  services,  al- 
though the  benefits  are  frequently  indirect,  such 
as  those  from  public  education.  Those  who  engage 
in  business  also  presumably  have  some  ability  to 
pay  taxes.  The  corporate  taxes  are  levied  im- 
personally, however,  without  regard  for  the  par- 
ticular benefits  each  person  may  obtain  from  gov- 
ernment and  his  personal  ability  to  pay  taxes. 
This  suggests  that  corporate  and  other  business 
taxes  are  frequently  the  products  of  expediency 
which  are  exploited  because  they  readily  yield 
large  revenues. 

Corporate  taxes  may  remain  substantially  with 
the  owners  of  the  taxed  firms,  they  may  be  passed 
on  to  some  extent  to  purchasers  as  increased 
costs,  or  they  may  be  reflected  in  lower  wage  and 
salary  payments. 

There  is  a popular  notion  that  the  corporate 


taxes  remain  with  the  stockholders,  and  that  it  is 
fair  to  tax  the  stockholders  because  they  invest 
their  funds  for  profits  or  income.  This  point  of 
view  overlooks  the  fact  that  the  bondholders  and 
other  creditors  also  invest  their  funds  in  the  busi- 
ness to  obtain  an  income,  as  do  the  owners  of 
property  leased  by  the  corporation  who  are  paid 
rentals  or  royalties.  It  also  ignores  the  fact  that 
the  employes  of  a corporation  and  those  who  sup- 
ply materials  and  services  to  it  secure  an  income 
or  payments  from  the  corporation.  In  that  sense, 
all  of  those  involved  in  the  productive  activity  of 
the  corporations  as  income  recipients  obtain  bene- 
fits from  it.  The  benefit  theory  of  taxation  would, 
if  rationally  applied,  require  the  taxation  of  all 
those  receiving  incomes  from  corporations  as  well 
as  the  taxation  of  the  stockholders.  Finally,  the 
consumers  who  purchase  desired  commodities 
from  corporate  producers  and  distributors  also 
benefit  from  corporate  activity  and  from  the  gov- 
ernmental services  supplied  to  corporations.  A 
thoughtful  examination  of  the  benefit  theory  of 
corporate  taxation  reveals  that  it  is  more  com- 
monly an  excuse,  rather  than  a reason,  for  such 
taxation. 

The  benefit  theory  is  much  overworked  in  cor- 
porate taxation.  There  is  a common  failure  to  face 
the  fact  that  a tax  collected  from  corporations  is 
a tax  collected  impersonally  from  individuals,  in 
the  ultimate  sense,  without  regard  for  their  wealth, 
their  incomes,  or  their  economic  responsibilities. 
In  no  sense  can  the  corporate  taxes  be  accepted 
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as  taxes  levied  according  to  individual  ability  to 
pay. 

The  Ownership  of  Corporations 

To  the  extent  that  corporate  taxes  remain  with 
the  stockholders  they  are  widely  distributed  over 
the  different  income  groups  constituting  the 
American  population.  As  shown  by  a study  by 
Dr.  Lewis  H.  Kimmel,  and  published  by  the 
Brookings  Institution,  Share  Ownership  in  the 
United  States,  corporate  share  ownership  is  not 
confined  to  the  wealthy.  This  study  was  published 
in  the  summer  of  1952.  It  analyzes  the  ownership 
of  the  stocks  of  corporations  listed  on  the  stock 
exchanges.  Therefore  it  does  not  deal  with  the 
ownership  of  closely  held  family  corporations  or 
of  cooperative  associations. 

The  study  estimates  that  6,490,000  individuals 
held  shares  of  publicly  owned  corporations  in 
1952.  These  individuals  were  members  of  4,750,- 
000  families.  Over  a million  of  these  families  had 
incomes  under  $4,000,  including  200,000  families 
with  incomes  less  than  $2,000.  The  stock  holdings 
of  the  lower  income  families  were,  of  course,  neces- 
sarily small.  Approximately  610,000  families  with 
incomes  from  $4,000  to  $5,000  owned  shares,  as 
did  2,080,000  families  with  incomes  from  $5,000 
to  $10,000,  and  1,020,000  families  with  incomes 
over  $10,000. 

Of  the  6,490,000  stockholders  of  publicly  owned 
corporations  in  1952,  there  were  1,260,000  found 
among  skilled,  clerical,  and  other  workers.  The 
shareholders  also  included  300,000  administrative 


executives,  620,000  operating  supervisory  officials, 

670.000  professional  persons,  320,000  farmers, 

200.000  sales  personnel,  and  250,000  merchants. 
Nonemployed  housewives  represented  2,130,000 
share  owners,  and  nonemployed,  retired,  and  de- 
pendent persons  represented  560,000  share 
owners.  Many  of  the  nonemployed  housewives 
were  presumably  widows. 

The  distribution  of  corporate  dividends  among 
individuals  according  to  income  classes  is  shown 
in  Table  62  for  the  year  1949,  using  Treasury  in- 
come statistics.  This  is  the  latest  year  for  which 
such  data  are  available.  It  will  be  noted  that  in- 
dividuals with  nontaxable  incomes  and  those  with 
adjusted  gross  incomes  below  $5,000  received 
$1,055  million  in  dividends,  or  20.1  percent  of 
the  total  of  $5,246  million.  Those  with  adjusted 
gross  incomes  below  $10,000  received  $1,787  mil- 
lion, or  34.1  percent  of  the  total.  Nearly  half  of 
the  total  dividends,  or  $2,589  million,  represent- 
ing 49.4  percent,  were  received  by  those  with 
adjusted  gross  incomes  below  $20,000. 

Corporate  dividends  are  received  by  many  in- 
vestors with  moderate  incomes.  A uniform  cor- 
porate income  or  capital  stock  tax  which  is  not 
shifted  falls  upon  all  the  stockholders,  rich  and 
poor,  without  exemptions,  at  the  same  rate.  The 
higher  the  corporate  income  or  capital  stock  tax 
which  is  not  shifted,  the  more  it  conflicts  with 
ability  to  pay  because  it  hits  harder  those  with 
moderate  incomes  while  it  is  reaching  those  with 
higher  incomes. 

It  may  be  argued  that  the  corporation  taxes  are 


Table  62 

DIVIDENDS  RECEIVED  BY  INDIVIDUALS  IN  1949 

(In  thousands) 


Percent  Cumulative 

Adjusted  Gross  Income  Class  Dividends  Received  Of  Total  Percent 


Nontaxable  and  under  $5,000  $1,054,559  20.1%  20.1% 

$ 5,000  to  $10,000  732,158  14.0  34.1 

$10,000  to  $15,000  447,162  8.5  42.6 

$15,000  to  $20,000  354,989  6.8  49.4 

$20,000  to  $25,000  272,469  5.2  54.6 

$25,000  to  $50,000  804,660  15.3  69.9 

$50,000  to  $100,000  671,926  12.8  82.7 

Over  $100,000  908,304  17.3  100.0 

All  Classes  5,246,227  100.0 


Source:  U.  S.  Treasury  Department. 
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shifted  to  consumers  in  increased  prices  for  the 
products  of  corporations.  To  the  extent  that  the 
corporate  taxes  are  passed  on  to  consumers  they 
are  the  cruelest  kind  of  a hidden  sales  tax.  in 
effect.  They  tax  the  most  necessary  food,  clothing, 
shelter,  medicines,  and  other  consumer  essentials, 
without  any  exemptions  whatsoever,  and  with 
cumulative  effects  on  the  costs  of  production,  dis- 
tribution, and  prices.  They  also  tax  the  barest 
necessities  at  the  same  rates  as  they  tax  the 
least  essential  luxuries.  This  horn  of  the  tax 
dilemma  is  as  bad,  if  not  worse,  than  the  other. 

There  is  a third  possibility  which  is  equally 
bad.  That  is  that  some  of  the  corporate  taxes,  by 
retarding  investment  and  production,  also  retard 
employment  and  lessen  the  sums  available  for 
wages  and  salaries.  Or  if  the  taxes  are  shifted 
to  consumers  and  restrict  their  purchasing  by  rais- 
ing prices,  they  also  have  repercussions  on  output 
and  employment. 

The  Corporation  Bonus  Charges 

Before  appraising  the  major  Pennsylvania  cor- 
poration taxes  on  net  income  and  capital  stock, 
two  taxes  of  small  revenue  importance  may  be 
noted.  The  one  is  the  corporation  bonus  charge 
and  the  other  is  a tax  on  corporate  loans,  collected 
from  corporations. 

The  bonus  charge  is  levied  against  corpora- 
tions on  their  authorized  capital  stock,  including 
increases  in  the  original  amount  authorized.  It  is 
imposed  at  a rate  of  one-fifth  percent  on  domestic 
corporations  for  the  privilege  of  engaging  in  busi- 
ness and  employing  capital  in  the  Commonwealth. 
Foreign  corporations  pay  the  tax  only  on  the 
capital  which  is  invested  in  tangible  property 
wholly  employed  in  Pennsylvania. 

These  charges  are  paid  only  once,  not  annually. 
The  corporate  bonus  on  domestic  corporations 
amounted  to  $1,156,737  in  the  fiscal  year  1952, 
that  on  foreign  corporations  to  $1,597,730,  a total 
of  $2,754,467. 

The  bonus  charges  have  been  criticized  for  add- 
ing to  the  burdens  of  the  capital  stock,  franchise, 
and  net  income  taxes.  They  are  also  said  to  be  too 
high,  exceeding  the  administrative  costs.  The 
courts  have  held  that  the  bonus  charges  are  pay- 
ments for  privileges  rather  than  a tax,  and  that 
they  are  not  deductible  for  federal  income  and 
profits  tax  purposes.  If  they  are  retained,  the 


language  of  the  statute  should  be  modified  so  as 
to  render  the  bonus  charges  a license  fee  or  tax 
which  would  be  deductible  in  computing  net  in- 
come subject  to  federal  taxation.  To  avoid  dis- 
couraging new  corporations  from  being  organized 
in  Pennsylvania  and  from  entering  the  state  in 
order  to  engage  in  business,  consideration  should 
be  given  to  reducing  the  bonus  charges,  if  they 
are  continued,  so  that  they  would  be  sufficient 
only  to  meet  the  expenses  of  administration. 

The  Corporate  Loans  Tax 

A tax  at  a rate  of  four  mills  is  imposed  on  in- 
terest-bearing evidences  of  indebtedness  issued 
by  private  corporations  doing  business  in  Penn- 
sylvania and  held  by  individual  residents,  or  as- 
sumed by  the  corporations  on  which  interest  is 
being  paid  by  them.  The  tax  is  withheld  from 
interest  payments,  unless  the  corporation  has 
agreed  to  absorb  it,  which  is  no  longer  common. 
The  corporate  loans  tax  supplements  the  county 
personal  property  taxes  on  intangibles  which  are 
collected  directly  from  the  individual  owners.  The 
county  taxes  are  not  imposed  on  corporate  loans 
assessed  for  the  state  tax. 

The  state  corporate  loans  tax  is  levied  on  the 
amount  of  the  loan,  not  on  its  actual  value.  The 
revenues  from  the  tax  have  been  declining.  Taxes 
of  $1,434,797  were  collected  from  domestic  cor- 
porations in  the  fiscal  year  1952  and  $139,117 
from  foreign  corporations,  a total  of  $1,573,914. 

The  administrative  and  compliance  costs  for 
the  corporate  loans  tax  are  rather  high.  Since 
only  resident  owners  of  loans  are  taxed,  they 
must  be  singled  out  from  the  nonresident  owners. 

If  the  Commonwealth  should  adopt  a personal 
income  tax,  the  corporate  loans  as  well  as  the 
county  intangibles  taxes  could  be  swept  away, 
and  the  state  revenues  could  be  shared  with  the 
local  governments.  The  states  with  personal  in- 
comes taxes  have  commonly  abandoned  taxes  on 
intangibles  as  property  and  tax  their  income  in- 
stead. 

The  corporate  loans  taxes  have  frequently  been 
criticized  by  the  corporations  collecting  them  be- 
cause of  the  compliance  complications  and  costs 
they  create.  Since  the  revenue  obtained  is  re- 
latively small,  and  in  view  of  tbe  compliance 
difficulties,  the  taxes  might  be  abandoned  or 
turned  over  to  the  counties  for  enforcement  along 
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No  corporate  income  taxes-- 16 


Table  63 

CORPORATE  NET  INCOME  TAX  AND 
CAPITAL  STOCK  TAXES 

Annual  Revenues,  Fiscal  Years  1940-1952 
(In  thousands) 


Corporate  Net  Capital  Stock  Taxes 
Fiscal  Income  


Year 

Tax* 

Total 

Domestic 

Foreign 

1940 

$23,647 

$27,871 

$21,034 

$ 6,837 

1941 

29,697 

29,103 

21,997 

7,106 

1942 

39,919 

34,652 

23,603 

11,049 

1943 

50,702 

36,136 

25,833 

10,303 

1944 

66,317 

34,440 

24.419 

10,021 

1945 

63,181 

33,539 

23,695 

9,844 

1946 

42,940 

31,727 

22,584 

9,143 

1947 

50,661 

31,192 

22,355 

8,837 

1948 

73,424 

38,911 

28,586 

10,325 

1949 

79,570 

48,470 

34,643 

13,827 

1950 

63,968 

50,345 

35,663 

14,682 

1951 

91,178 

53,754 

38,161 

15,593 

1952 

127,684 

57,545 

40,441 

17,104 

Source : State  Budget  Bureau. 
^Includes  Penalties  and  Interest. 


with  the  taxes  on  other  forms  of  personal  prop- 
erty. The  counties  might  find  it  feasible  to  collect 
the  taxes  directly  from  their  residents  who  have 
purchased  corporate  loans. 

Pennsylvania  Corporate  Net  Income  Tax 

The  corporate  net  income  tax  is  the  most  prolific 
source  of  state  tax  revenue.  It  is  estimated  to  yield 
$287,000,000  in  the  1951-1953  biennium,  or  one- 
third  of  the  total  General  Fund  revenues.  The 
basic  tax  rate  is  now  five  percent,  but  in  1953 
corporations  are  required  to  accelerate  their  pay- 
ment of  taxes  on  1953  income.  The  ratio  of  cor- 
porate tax  payments  in  1953  to  net  income  in  1952 
will  approximate  7.5  percent,  as  will  later  be  ex- 
plained. With  a return  to  a ratio  of  five  percent  of 
net  income  in  1953-1955  by  continuing  the  accel- 
eration through  the  coming  biennium,  the  cor- 
porate net  income  tax  collections  will  decline  to 
$250,000,000,  or  nearly  30  percent  of  the  esti- 
mated General  Fund  revenues. 

The  corporate  net  income  tax  is  supplemented 
by  a corporate  property-income  tax  adopted  in 
1951  to  reach  certain  interstate  net  income  derived 
from  property  in  Pennsylvania  which  is  not  taxed 
by  the  net  income  tax.  This  tax  is  estimated  to 
have  a yield  of  $500,000  in  1951-1953  and  in 


1953-1955,  in  addition  to  the  corporate  net  income 
tax  collections. 

The  annual  revenues  obtained  from  the  cor- 
porate net  income  and  capital  stock  taxes  in 
Pennsylvania  in  the  fiscal  years  1940  through 
1952  are  shown  in  Tables  63,  64,  and  65.  In  1952 
collections  from  the  income  tax  were  $127.7  mil- 
lion, an  increase  of  440.0  percent  over  1940  col- 
lections. In  this  period  domestic  capital  stock 
revenues  grew  from  $21.0  million  to  $40.4  million, 
an  increase  of  92.3  percent.  Foreign  capital  stock 
(franchise)  tax  revenues  rose  from  $6.8  million 
to  $17.1  million,  an  increase  of  150.2  percent. 
Among  the  General  Fund  revenues,  the  nearest 
competitor  of  the  corporate  net  income  tax  in  the 
expansion  of  yield  was  the  cigarette  tax,  which 
brought  in  nearly  $12.0  million  in  1940  and  $44.3 
million  in  1952,  an  increase  of  269.4  percent  as 
compared  with  the  corporate  net  income  tax  in- 
crease of  440.0  percent. 

The  data  reveal  the  corporate  net  income  tax 
revenues  increased  from  12.5  percent  of  the  Gen- 
eral Fund  revenues  in  1940  to  31.3  percent  in 
1952.  The  combined  domestic  and  foreign  capital 
stock  revenues  declined  in  relation  to  total  Gen- 
eral Fund  revenues  from  14.7  percent  in  1940  to 
14.1  percent  in  1952. 

Table  64 

CORPORATE  NET  INCOME  TAX  AND 
CAPITAL  STOCK  TAXES 

Annual  Revenues,  Fiscal  Years  1940-1952 


Percent  Increase  Over  1940 


Fiscal 

Year 

Corporate  I* 
Income 
Tax 

let  Capital  Stock  Taxes 

Total 

Domestic 

Foreign 

1940 

0.0% 

0.0% 

0.0% 

0.0% 

1941 

25.6 

4.4 

4.6 

3.9 

1942 

68.8 

24.3 

12.2 

61.6 

1943 

114.4 

29.7 

22.8 

50.7 

1944 

180.4 

23.6 

16.1 

46.6 

1945 

167.2 

20.3 

12.6 

44.0 

1946 

81.6 

13.8 

7.4 

33.7 

1947 

114.2 

11.9 

6.3 

29.3 

1948 

210.5 

39.6 

35.9 

51.0 

1949 

236.5 

73.9 

64.7 

102.2 

1950 

170.5 

80.6 

69.5 

114.7 

1951 

285.6 

92.9 

81.4 

128.1 

1952 

440.0 

106.5 

92.3 

150.2 

Source : State  Budget  Bureau. 
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The  data  also  indicate  the  greater  variability 
in  the  yield  of  the  corporate  net  income  tax  than 
that  of  the  capital  stock  taxes.  Corporate  net  in- 
come tax  revenues  dropped  from  $66.3  million  in 
1944  to  $42.9  million  in  1946,  then  rose  to  $79.6 
million  in  1949,  fell  to  $64.0  million  in  1950,  and 
jumped  to  $127.7  million  in  1952.  Capital  stock 
revenues  declined  and  increased  also  but  did  not 
fluctuate  to  the  same  extent  as  the  revenues  from 
the  corporate  net  income  tax,  which  varied  con- 
siderably with  changes  in  corporate  earnings  and 
increases  in  the  tax  rate. 

Table  65 

CORPORATE  NET  INCOME  TAX  AND 
CAPITAL  STOCK  TAXES 

Annual  Revenues,  Fiscal  Years  1940-1952 


Percent  of  Total  General  Fund  Revenues 


Fiscal 

Year 

Corporate  N 
Income 
Tax 

'et  Capital  Stock  Taxes 

Total 

Domestic 

Foreign 

1940 

12.5% 

14.7% 

11.1% 

3.6% 

1941 

15.3 

15.0 

11.3 

3.7 

1942 

18.3 

15.9 

10.8 

5.1 

1943 

22.0 

15.7 

11.2 

4.5 

1944 

29.1 

15.1 

10.7 

4.4 

1945 

28.3 

15.0 

10.6 

4.4 

1946 

21.4 

15.9 

11.3 

4.6 

1947 

21.8 

13.4 

9.6 

3.8 

1948 

23.7 

12.5 

9.2 

3.3 

1949 

23.6 

14.4 

10.3 

4.1 

1950 

19.5 

15.4 

10.9 

4.5 

1951 

25.3 

14.9 

10.6 

4.3 

1952 

31.3 

14.1 

9.9 

4.2 

Source  : State  Budget  Bureau. 


Total  capital  stock  and  franchise  tax  payments 
were  equal  to  45.0  percent  of  corporate  income 
tax  payments  in  1952,  when  a 5 percent  cor- 
porate income  tax  rate  was  in  effect.  In  preceding 
years  they  were  consistently  equal  to  more  than 
half  of  the  total  income  taxes,  thereby  substantially 
increasing  the  ratio  of  corporate  taxes  to  cor- 
porate income.  For  a corporation  with  a low  in- 
come, the  capital  stock  tax  may  exceed  the  in- 
come tax. 

The  corporate  net  income  tax  is  imposed  upon 
the  net  income  of  corporations  obtained  in  Penn- 
sylvania, without  any  deductions  for  the  federal 
income  and  profits  taxes.  The  basis  of  the  tax,  in 
general,  is  the  net  income  of  corporations  reported 


for  federal  taxation,  apportioned  to  the  Common- 
wealth by  means  of  a statutory  formula.  This 
formula,  known  as  the  Massachusetts  formula, 
gives  equal  weight  to  three  factors.  They  are  the 
ratio  of  tangible  property,  the  ratio  of  pay  rolls, 
and  the  ratio  of  gross  receipts  in  Pennsylvania  to 
the  total  tangible  property,  pay  rolls,  and  gross 
receipts  of  the  corporation. 

The  tax  rate  is  uniform  for  all  corporations, 
regardless  of  their  size  or  the  amount  of  their  net 
income.  The  uniformity  requirement  of  the  Penn- 
sylvania Constitution  apparently  precludes  any 
exemptions  or  rate  reductions  for  the  smaller  cor- 
porations. 

Business  Losses 

Corporations  which  experience  losses  from  their 
operations  cannot  offset  their  taxable  income  in 
subsequent  years  with  such  losses.  The  Pennsyl- 
vania provision  permitting  a two  year  carry-back 
and  a two  year  carry-forward  of  net  operating 
losses  was  removed  by  the  General  Assembly  in 
1947.  The  federal  government,  as  provided  by  a 
1950  tax  revision,  now  permits  a carry-back  of 
one  year  of  net  operating  losses  and  a carry- 
forward of  five  years.  Six  states  presently  allow 
a carry-over  of  losses,  generally  limiting  it  to 
future  years. 

The  purpose  of  the  loss  carry-over  is  the  equal- 
izing of  income  tax  payments  over  a period  of 
years  among  concerns  with  alternating  profits  and 
losses  as  compared  with  firms  with  more  stable 
incomes.  In  this  way  the  same  total  income  tax  is 
paid  on  the  same  total  net  income  over  a period 
of  years,  after  allowing  for  losses,  whether  the 
income  be  earned  in  one  year  or  several  years, 
provided  the  tax  rate  is  constant.  The  abandon- 
ment of  the  net  operating  loss  carry-over  in  Penn- 
sylvania plainly  penalizes  companies  which  suffer 
losses  in  their  competition  with  corporations 
which  avoid  them.  It  also  penalizes  industries 
which  are  inclined  to  have  erratic  earnings 
records.  Since  the  smaller  corporations  and 
younger  enterprises  are  most  likely  to  incur  losses, 
they  are  most  likely  to  suffer  hardship.  It  is  evi- 
dent that  a loss  carry-over  is  an  incentive  to  risk- 
taking, and  that  the  absence  of  it  is  a discourage- 
ment to  organize  new  ventures  and  to  expand 
existing  undertakings  because  of  the  tax  dis- 
advantages. 
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There  is  some  immediate  revenue  loss  to  a gov- 
ernment from  allowing  a net  operating  loss  carry- 
over. However,  because  the  carry-over,  especially 
if  it  be  a carry-forwrard,  is  an  inducement  to  the 
birth,  growth,  and  survival  of  corporations,  it 
will  tend  to  increase  corporate  net  income  and 
revenues  in  the  long  run. 

One  reason  which  was  advanced  in  Pennsyl- 
vania for  the  abandonment  of  the  carry-over  was 
that  it  introduced  a factor  of  uncertainty  in  rev- 
enue estimating.  This  is  true.  In  off  years  cor- 
porations would  accumulate  credits  which  would 
not  only  increase  the  difficulties  of  revenue  esti- 
mating but  would  also  reduce  state  tax  revenues  in 
future  years.  Any  losses  in  revenue  could  be  made 
up,  however,  by  maintaining  the  tax  rate  at  an 
appropriate  level.  The  encouragement  to  business 
should  increase  long-run  revenues,  as  stated,  and 
compensate  for  immediate  revenue  losses.  The 
question  is,  would  the  economy  not  be  strength- 
ened and  productive  risk-taking  be  encouraged? 
Would  the  corporate  net  income  tax  not  be  more 
equitable  if  it  allowed  a net  operating  loss  carry- 
over? Would  the  broad  economic  gains  to  the 
Pennsylvania  community  not  warrant  such  an 
improvement  in  the  corporate  tax  structure? 

Development  of  Corporate  Net  Income  Tax 

The  corporate  net  income  tax  was  introduced 
in  Pennsylvania  in  1935  as  an  excise  imposed 
upon  the  privilege  of  doing  business  in  the  Com- 
monwealth, to  be  measured  by  net  income.  Penn- 
sylvania is  one  of  32  states  taxing  the  net  income 
of  corporations.  According  to  the  U.  S.  Bureau 
of  the  Census,  all  of  the  states  together  raised 
$830.2  million  from  these  taxes  in  the  fiscal  year 
1952.  The  $127.8*  million  collected  in  Pennsyl- 
vania was  15.4  percent  of  the  total  collections  of 
the  32  states.  Only  New  York,  with  its  greater 
corporate  activity,  collected  more,  but  corpora- 
tions in  that  state  do  not  pay  both  a tax  on  net  in- 
come and  a tax  on  capital.  Instead,  corporations  in 
New  York  pay  only  the  alternative  tax  that  is  the 
higher. 


* Includes  corporate  net  income  tax  collections 
of  $126,584,000  and  corporate  property-income 
tax  collections  of  $258,000,  with  penalties  and 
interest  not  included. 


Originally  Pennsylvania  taxed  corporate  net 
income,  after  federal  income  and  profits  taxes  had 
been  deducted,  at  a rate  of  6 percent.  In  1943  the 
tax  base  was  changed  over  to  net  income  without 
allowing  the  federal  income  and  profits  taxes  to 
be  deducted.  The  tax  rate,  which  was  7 percent 
at  that  time,  was  then  changed  to  4 percent  in 
recognition  of  the  enlargement  of  the  basis  of 
taxation.  In  1951  the  tax  rate  was  increased  to 
5 percent,  a provision  was  introduced  to  tax  net 
income  from  property  in  Pennsylvania  obtained 
in  interstate  commerce  which  would  otherwise 
escape  taxation,  and  corporations  were  notified 
that  in  1953  they  would  have  to  pay  part  of  their 
tax  on  1953  net  income  in  addition  to  the  tax  on 
1952  net  income. 

The  corporate  net  income  tax  has  been  renewed 
every  two  years  since  1935  and  will  expire  in 
1953,  along  with  the  acceleration  provision,  un- 
less it  is  extended.  Should  the  tax  not  now  be 
recognized  for  what  in  fact  it  is,  a continuing 
tax?  It  seems  unrealistic  to  look  upon  a tax  en- 
forced since  1935  as  a temporary  measure. 

The  Pennsylvania  tax  rate  of  5 percent  on  net 
income  before  federal  income  and  excess  profits 
taxes  are  deducted  is  a relatively  high  corporate 
tax  rate.  The  effect  of  acceleration  of  income  tax 
payments  is  to  require  corporations  in  1953  to 
make  tax  payments  equal  to,  or  approximately 
equal  to,  7.5  percent  of  1952  net  income. 

The  Acceleration  of  Corporate  Income  Tax 
Payments 

The  acceleration  provision  may  briefly  be  ex- 
plained. By  April  30,  1953,  corporations  were  to 
make  a partial  advance  payment  of  what  other- 
wise would  be  a 1954  tax  payment  by  either  (a) 
paying  a tax  of  2.5  percent  computed  on  the 
basis  of  their  1952  net  income  or  (b)  paying 
10  percent  of  their  net  income  of  the  first  three 
months  of  the  current  calendar  or  fiscal  year  1953. 
The  remainder  of  the  tax  due  on  1953  net  in- 
come is  to  he  paid  in  1954. 

The  purpose  of  this  curious  arrangement, 
adopted  in  the  closing  hours  of  the  long  1951 
session  as  a compromise  measure,  was  to  increase 
revenues  substantially  in  the  1951-1953  biennium 
to  meet  mounting  state  expenditures.  The  price 
of  this  financial  legerdemain,  if  acceleration  is  not 
repeated  in  succeeding  years,  is  the  enrichment 
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of  the  1953  revenues  at  the  expense  of  tax  col- 
lections in  1954.  The  Commonwealth  gains  noth- 
ing in  total  tax  revenues,  it  merely  garners  in 
some  revenues  sooner.  The  arrangement  has  also 
served  to  confuse  many  taxpayers  and  many  of 
the  citizens  as  to  the  taxes  corporations  are  really 
paying  in  1953  and  subsequent  years. 

No  other  state  has  apparently  resorted  to  such 
a scheme.  Whatever  it  may  be  said  to  do  to  the 
actual  tax  rate,  the  effect  is  to  require  corpora- 
tions in  1953  to  pay  not  only  a tax  at  a rate  of 
5 percent  on  their  1952  net  income  but  also  an 
additional  tax  which  amounts  to  2.5  percent  of 
their  1952  net  income  or  10  percent  of  the  net 
income  of  the  first  three  months  of  the  1953 
calendar  or  fiscal  year.  For  practical  purposes, 
the  ratio  of  tax  payments  in  1953  to  net  income 
may  be  said  to  be  7.5  percent.  If  the  acceleration 
is  continued  in  1954,  the  ratio  of  taxes  to  1953 
net  income  in  1954  will  equal  or  approximate  5 
percent.  If  it  is  not  continued,  corporations  in 
1954  will  owe  approximately  2.5  percent  of  their 
1953  net  income,  depending  on  how  much  of  the 
tax  against  1953  net  income  they  advance  in  the 
spring  of  1953.  After  that,  in  1955,  if  the  5 per- 
cent tax  rate  is  continued,  the  tax  would  be  5 per- 
cent of  the  net  income  of  the  preceding  year. 

The  partial  advance  payment  of  taxes  on  1953 
income,  like  any  increase  in  corporate  tax  liabil- 
ities, is  the  most  burdensome  to  corporations  in 
need  of  funds  to  finance  their  current  operations 
or  the  modernization  or  expansion  of  their  plants. 
It  particularly  burdens  those  corporations  which 
do  not  have  ready  access  to  the  credit  and 
capital  markets.  These  are,  in  general,  the  smaller 
corporations. 

The  corporate  net  income  tax  acceleration  is  an 
unhappy  and  thoroughly  confusing  arrangement 
which  should  be  discarded  at  the  earliest  oppor- 
tunity. The  corporate  net  income  tax  rate  should 
be  directly  and  openly  specified. 

Corporate  Income  Taxes  in  15  States 

Turning  now  to  the  question  of  comparative 
corporate  net  income  taxation  among  the  states, 
it  may  be  noted  that  among  the  15  states  with 
comparable  economic  and  financial  problems, 
Pennsylvania  is  one  of  seven  which  do  not  allow 
federal  income  and  profits  taxes  to  be  deducted. 


The  tax  rates  now  in  effect  in  these  states  are 


listed  below : 

California  

4% 

Connecticut  . . . 

3% 

Maryland  

4% 

Massachusetts  . 

6.765% 

New  York  .... 

5.5% 

North  Carolina  . 

6% 

Pennsylvania  . 

5%  (Normal  rate) 

Virginia  

7.5%  (Ratio  of  tax  payments 
to  net  income  in  1953 
only) 

5% 

The  determination  of  net  income  varies  some- 
what from  state  to  state,  hence  these  tax  rates 
will  not  provide  an  entirely  accurate  basis  of 
comparison  of  income  tax  liabilities.  It  is  clear, 
however,  that  with  acceleration,  the  ratio  of  net 
income  tax  liabilities  in  1953  to  1952  income  in 
Pennsylvania  probably  exceeds  that  of  the  other 
leading  states  on  the  basis  of  legislation  in  effect 
on  January  1,  1953.  In  Pennsylvania,  moreover, 
corporations  must  pay  a 5 mill  capital  stock  tax 
as  well  as  the  corporate  income  tax. 

Small  Corporations  Burdened 

The  high  Pennsylvania  net  income  tax  is  espe- 
cially onerous  for  the  numerous  small  corporations 
engaged  in  business  in  the  state.  If  the  national 
proportion,  as  reported  by  the  U.  S.  Treasury, 
prevails  here,  approximately  70  percent  of  the 
corporations  in  business  in  Pennsylvania  and  pay- 
ing a federal  income  tax,  are  concerns  with  net 
incomes  under  $25,000.  These  corporations  pay 
a 30  percent  federal  income  tax,  not  a tax  of  52 
percent,  70  percent,  or  82  percent,  which  the 
larger  income  corporations  may  pay.  Therefore, 
their  state  tax  liabilities  are  offset  proportionately 
less  in  computing  net  income  for  federal  taxation 
than  is  the  case  of  the  larger  corporations. 

The  Department  of  Revenue  of  the  Common- 
wealth has  furnished  the  Tax  Study  Committee 
with  data  showing  the  distribution  of  state  income 
tax  settlements  of  domestic  and  foreign  corpora- 
tions in  1952,  classified  by  size  of  tax  payment. 
Of  the  25,305  corporations  included  in  the  tabu- 
lation, 36.7  percent,  including  8,092  domestic  and 
1,224  foreign  corporations,  had  no  taxable  net  in- 
come. This  left  15,989  taxable  corporations.  Of 
these,  3,529,  or  22.07  percent,  owed  a tax  of 
less  than  $100,  and  10,653,  or  66.63  percent 
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Table  66 


CORPORATE  NET  INCOME  TAX  SETTLEMENTS  IN  PENNSYLVANIA,  1952 


Amount  of  Tax 

All  Corporations 

Number  of  Companies 

Taxable  Net 

Income 

Tax 

N umber 

Percent 
of  Total 

Amount 

Percent 
of  Total 

Amount 

Percent 
of  Total 

Over  $1,000,000  

7 

0.04% 

$ 334,427,000 

18.89% 

$16,721,539 

18.89% 

$500,000  to  $1,000,000 

16 

0.10 

215,025,000 

12.14 

10.751.619 

12.15 

400,000  to 

500,000 

4 

0,03 

35,279.000 

1.99 

1,774,035 

2.00 

'300,000  to 

400,000 

13 

0.08 

90,601,000 

5.12 

4,530,409 

5.12 

•200,000  to 

300,000 

22 

0.14 

108,851,000 

6.15 

5,443,060 

6.15 

100,000  to 

200,000 

66 

0.41 

189,887,000 

10.72 

9,515,433 

10.75 

50,000  to 

100,000 

128 

0.81 

179,474,000 

10.14 

8,926,571 

10.09 

25,000  to 

50,000 

189 

1.18 

133,588,000 

7.54 

6,666,576 

7.53 

15,000  to 

25,000 

. . 239 

1.49 

93.170,000 

5.26 

4,658,782 

5.26 

10,000  to 

15,000 

. . 273 

1.71 

68,140,000 

3.85 

3,330,003 

3.76 

7,500  to 

10,000 

. . 255 

1.59 

44,041,000 

2.49 

2,211,556 

2.50 

5,000  to 

7,500 

. . 458 

2.86 

56,611,000 

3.20 

2,787,016 

3.15 

1 ,000  to 

5,000 

..  3,666 

22.93 

156,287,000 

8.83 

7,775,720 

8.79 

100  to 

1.000 

..  7,124 

44.56 

63,716,000 

3.60 

3,27 9,255 

3.70 

1 to 

100 

..  3.529 

22.07 

1.514,000 

0.08 

141.441 

0.16 

Totals  . 

. . 15.989 

100.00% 

$1,770,611,000 

100.00% 

$88,513,015 

100.00% 

Source:  State  Department  of  Revenue.  Note:  Data  do  not  include  all  income  tax  settlements. 


Table  67 


CORPORATE  NET  INCOME  TAX  SETTLEMENTS  IN  PENNSYLVANIA,  1952 


Amount  of  Tax 

Domestic  Corporations 

Number  of  Companies 

Taxable  Net 

Income 

Tax 

Number 

Percent 
of  Total 

Amount 

Percent 
of  Total 

Amount 

Percent 
of  Total 

Over  $1,000,000  

4 

0.03% 

$ 197,814,000 

17.31% 

$ 9,890,830 

17.29% 

$500,000  to  $1,000,000 

11 

0.08 

152,630,000 

13.36 

7,631,747 

13.34 

400,000  to 

500,000 

2 

0.02 

17,530,000 

1.53 

876,562 

1.53 

300,000  to 

400,000 

7 

0.05 

50,224,000 

4.40 

2,511,417 

4.40 

200,000  to 

300,000 

11 

0.08 

53,130,000 

4.65 

2,656,740 

4.64 

100,000  to 

200,000 

41 

0.31 

119,243,000 

10.44 

5,933,571 

10.37 

50,000  to 

100,000 

73 

0.55 

102,084,000 

8.93 

5,087,286 

8.89 

25,000  to 

50,000 

121 

0.92 

83,073,000 

7.27 

4,149,140 

7.25 

15,000  to 

25,000 

163 

1.23 

63,598,000 

5.57 

3,181,393 

5.56 

10,000  to 

15,000 

188 

1.42 

47,013,000 

4.11 

2,278,986 

3.98 

7,500  to 

10,000 

173 

1.31 

29,925,000 

2.62 

1,506,348 

2.63 

5,000  to 

7,500 

. . 367 

2.77 

44,703,000 

3.91 

2,240,338 

3.92 

1,000  to 

5,000 

. . 3,004 

22.69 

125,598,000 

10.99 

6,297,435 

11.01 

100  to 

1,000 

. . 6,093 

46.02 

54,995,000 

4.81 

2,848,554 

4.98 

1 to 

100 

..  2,982 

22.52 

1,126,000 

0.10 

120,377 

0.21 

Totals  . 

. . 13,240 

100.00% 

$1,142,686,000 

100.00% 

$57,210,724 

100.00% 

Source:  State  Department  of  Revenue.  Note:  Data  do  not  include  all  income  tax  settlements. 
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owed  a tax  of  less  than  $1,000,  as  indicated  in 
Tables  66,  67,  and  68.  The  data  do  not  reveal  the 
total  net  income  of  corporations,  but  they  do 
show  the  great  preponderance  of  small  income  tax 
payments  in  Pennsylvania.  Assuming  that  70  per- 
cent of  the  taxable  corporations  had  net  incomes 
under  $25,000,  there  were  11,192  corporations  in 
this  group. 

If  the  distribution  of  the  41,000  corporations 
which  annually  file  tax  reports  in  Pennsylvania 
with  the  Department  of  Revenue  followed  the 
pattern  of  the  25,305  corporations  included  in  the 
tabulation,  then  36.7  percent,  or  15,047,  had  no 
net  income  in  1951  and  25,953  had  net  incomes. 
Assuming  that  70  percent  of  the  corporations  re- 
porting net  income  for  1951  were  concerns  with 
net  incomes  of  less  than  $25,000,  there  were  18,- 
167  in  this  category.  It  is  well  to  keep  in  mind  the 
fact  that  the  great  majority  of  corporations  pay- 
ing taxes  in  Pennsylvania  are  small  businesses 
and  that  if  they  are  to  survive  and  flourish,  the 
tax  climate  must  not  be  unfavorable  to  them. 

The  deductibility  of  the  corporate  net  income 
tax  in  computing  federal  income  and  profits  taxes 
does  not  entirely  remove  the  burden  of  the  state 


tax.  The  federal  tax  rates  are  so  high  that,  in 
combination  with  the  state  tax  rate,  an  overall 
effective  tax  rate  of  a relatively  high  level  is  at- 
tained. Sometimes  the  income  remaining  after  the 
payment  of  taxes  is  less  than  the  taxes  paid.  The 
consequence  of  the  high  taxes  is  that  the  funds 
available  for  reinvestment  and  for  the  payment  of 
dividends  are  substantially  reduced.  As  the  taxes 
increase,  the  point  is  inevitably  reached  where  cor- 
porate growth  is  discouraged.  Since  the  corporate 
earnings  paid  out  in  dividends  are  taxed  first  as 
corporate  income  and  later  as  individual  income 
with  the  high  rate  federal  individual  income  tax, 
the  heavier  the  corporate  income  tax  is,  the 
greater  is  the  tax  discrimination  against  the  in- 
come secured  in  dividends  from  equity  capital. 
The  greater  is  the  penalty  also  for  corporate,  as 
compared  with  non-corporate,  enterprise. 

The  relatively  high  ratio  of  corporate  net  in- 
come tax  payments  to  net  income  in  Pennsyl- 
vania and  the  still  higher  federal  income  and 
profits  taxes  have  been  cited  here  because  of  their 
combined  burdens  on  productive  enterprise,  em- 
ployment, and  income.  It  has  been  pointed  out  that 
when  the  corporate  net  income  tax  is  shifted  to 


Table  68 

CORPORATE  NET  INCOME  TAX  SETTLEMENTS  IN  PENNSYLVANIA,  1952 


Foreign  Corporations 


Amount  of  Tax 

Number  of  Companies 

Taxable  Net  Income 

Tax 

Number 

Percent 
of  Total 

Amount 

Percent 
of  Total 

Amount 

Percent 
of  Total 

Over  $1,000,000  

3 

0.11% 

$136,613,000 

21.76% 

$ 6,830,709 

21.82% 

$500,000  to  $1,000,000  . 

5 

0.18 

62,395,000 

9.94 

3,119,872 

9.97 

400,000  to 

500,000  . 

2 

0.07 

17,749,000 

2.83 

897,473 

2.87 

300,000  to 

400,000  . 

6 

0.22 

40,377,000 

6.43 

2,018,992 

6.45 

200,000  to 

300,000  . 

11 

0.40 

55,721,000 

8.87 

2,786,320 

8.90 

100,000  to 

200,000  . 

25 

0.91 

70,644,000 

11.25 

3,581,862 

11.44 

50,000  to 

100,000  . 

55 

2.00 

77,390,000 

12.32 

3,839,285 

12.27 

25,000  to 

50,000  . 

68 

2.47 

50,515,000 

8.04 

2,517,436 

8.04 

15,000  to 

25,000  . 

76 

2.77 

29,572,000 

4.71 

1,477,389 

4.72 

10,000  to 

15,000  . 

85 

3.09 

21,127,000 

3.36 

1,051,017 

3.36 

7,500  to 

10,000  . 

82 

2.98 

14,116,000 

2.25 

705,208 

2.25 

5,000  to 

7,500  . 

91 

3.31 

11,908,000 

1.90 

546,678 

1.75 

1 ,000  to 

5,000  . 

662 

24.08 

30,689,000 

4.89 

1,478,285 

4.72 

100  to 

1,000  . 

1,031 

37.51 

8,721,000 

1.39 

430,701 

1.37 

1 to 

100  . 

547 

19.90 

388,000 

0.06 

21,064 

0.07 

Totals  . 

2,749 

100.00% 

$627,925,000 

100.00% 

$31,302,291 

100.00% 

Source:  State  Department  of  Revenue.  Note:  Data  do  not  include  all  income  tax  settlements. 
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consumers  it  presses  harshly  upon  them  as  a high 
rate  general  sales  tax,  in  effect,  which  has  no 
exemptions  for  food,  clothing,  or  other  necessities. 
Any  further  increases  in  the  corporate  net  income 
tax  will  therefore  add  to  the  prices  of  the  neces- 
sities of  life  as  they  are  passed  on  to  the  con- 
sumers. To  the  burdens  and  inequalities  of  the 
corporate  net  income  tax  are  added  those  of 
another  relatively  high  corporate  tax  in  Pennsyl- 
vania, the  capital  stock  tax.  This  tax  may  now  be 
considered. 

The  Capital  Stock  And  Franchise  Taxes 

The  five  mill  capital  stock  tax,  which  has 
evolved  out  of  a state  tax  imposed  in  1844,  is 
imposed  upon  domestic  corporations,  joint  stock 
companies,  and  limited  partnerships.  Exempt 
from  the  tax  are  banks,  savings  institutions, 
building  and  loan  associations,  title  insurance  and 
trust  companies,  cooperative  associations,  and  for- 
eign or  non-Pennsylvania  corporations,  except 
distilling  companies.  A counterpart  of  the  capital 
stock  tax  is  the  five  mill  franchise  tax  levied  on 
the  capital  stock  of  foreign  corporations  chartered 
in  other  states. 

Manufacturing  capital  is  no  longer  exempt  from 
the  capital  stock  tax.  The  exemption  of  manufac- 
turing capital,  except  that  invested  in  the  manu- 
facture of  distilled  spirits  and  gas,  was  introduced 
in  1885  as  an  encouragement  to  the  growth  of  in- 
dustry in  Pennsylvania.  This  exemption,  with 
certain  changes,  prevailed  until  1934,  when  it  was 
withdrawn  in  the  search  for  new  revenues.  A law 
of  May  27,  1943  restored  the  manufacturers’  ex- 
emption, the  exemption  to  become  effective  on 
January  1,  1945,  or  at  the  end  of  World  War  II, 
if  hostilities  had  not  ceased  by  that  time.  How- 
ever, restoration  of  the  exemption  of  manufactur- 
ing capital  has  subsequently  been  postponed  by 
successive  sessions  of  the  General  Assembly. 

The  capital  stock  tax,  and  the  franchise  tax 
which  will  subsequently  be  described,  are  annual 
state  taxes.  They  rest  upon  values  determined  by  a 
valuation  process.  These  values,  in  the  final  analy- 
sis, are  a matter  of  judgment  over  which  there 
may  be  disagreement  between  the  tax  officials 
and  the  taxpayers.  The  state  law  does  not  specify 
just  how  the  valuation  is  to  be  established.  It 
merely  declares  that  certain  factors  shall  be  con- 
sidered. These  are  the  values  indicated  by  the 


price  at  which  the  corporate  stock  sells  during  the 
year,  by  the  value  which  is  reflected  in  the  net 
income,  dividends  paid  out,  and  profits  retained 
for  reinvestment,  and  by  the  intrinsic  value  of  the 
tangible  property  and  other  assets,  including  good- 
will, franchise,  and  privileges,  after  allowing  for 
indebtedness.  Other  relevant  factors,  including 
salaries,  may  also  be  considered.  It  is  evident  that 
the  valuation  of  capital  stock  is  an  exceedingly 
complicated  process,  even  more  difficult  than  that 
involved  in  the  valuation  of  real  estate  for  local 
property  taxes.  Experts  may  well  disagree  over 
the  fair  value  of  capital  stock,  as  they  frequently 
do  over  the  value  of  real  estate. 

The  capital  stock  tax  is  imposed  upon  the  value 
of  assets  located  within  Pennsylvania.  This  neces- 
sitates an  allocation  of  the  appropriate  part  of  the 
total  value  of  the  assets  to  Pennsylvania.  The 
capital  stock  of  domestic  corporations  is  allocated 
to  Pennsylvania  for  taxation  according  to  the 
ratio  of  the  value  of  taxable  assets  in  Pennsyl- 
vania to  the  value  of  the  total  assets. 

Before  commenting  further  upon  the  problems 
encountered  in  the  valuation  of  capital  stock,  it 
will  be  helpful  to  note  the  nature  of  the  franchise 
tax  on  foreign  corporations  which  is  imposed  upon 
the  privilege  to  carry  on  business  in  Pennsylvania 
as  a corporation.  The  value  of  the  privilege  is 
measured  by  the  value  of  that  part  of  the  total 
capital  stock  which  is  allocated  to  Pennsylvania. 
The  value  of  the  capital  stock  of  a foreign  cor- 
poration is  determined  with  regard  to  the  same 
factors  considered  in  valuing  the  stock  of  domestic 
corporations.  It  therefore  is  the  outcome  of  an 
inherently  complicated  valuation  process. 

The  allocation  of  the  capital  stock  of  a foreign 
corporation  to  Pennsylvania  is  determined  in  a 
manner  different  from  that  followed  with  domestic 
corporations.  This  gives  rise  to  differences  in  the 
tax  costs  of  domestic  and  foreign  corporations. 
Some  corporations  are  now  complaining  that  for- 
eign corporations  have  a tax  advantage  over  do- 
mestic corporations  because  of  the  different  alloca- 
tion method  and  are  apparently  considering  the 
abandonment  of  their  Pennsylvania  charter  in 
favor  of  a foreign  charter. 

The  allocation  formula  for  foreign  corporations 
gives  equal  weight  to  three  factors.  These  are  the 
ratios  of  tangible  property,  pay  rolls,  and  gross 
receipts  in  Pennsylvania  to  the  total  tangible  prop- 


121 


erty,  pay  rolls,  and  gross  receipts  respectively  of 
the  corporation.  Where  the  proportions  of  pay 
rolls  and  gross  receipts  allocated  to  other  states 
exceed  the  proportion  of  tangible  property  found 
in  Pennsylvania,  a corporation  will  obtain  a tax 
saving  by  incorporating  as  a foreign  corporation 
because  as  a domestic  corporation  its  stock  is 
allocated  to  Pennsylvania  solely  on  the  basis  of 
the  property  factor. 

Domestic  corporations  should  certainly  have  the 
same  tax  advantages  as  foreign  corporations.  Al- 
lowing domestic  corporations,  at  their  option,  to 
utilize  the  same  allocation  formula  as  foreign  cor- 
porations would  presumably  entail  some  loss  of 
revenue.  Nevertheless  the  equal  treatment  of  do- 
mestic and  foreign  corporations  should  be  attained 
by  the  best  method  available. 

Criticisms  of  the  Valuation  of  Capital  Stock 

The  Pennsylvania  capital  stock  tax  on  domestic 
and  foreign  corporations  has  had  a long  history. 
It  is  the  outgrowth  of  an  annual  capital  stock 
tax  which  wras  introduced  in  1844  as  a successor 
to  a tax  of  1840  which  wTas  levied  on  dividend 
paying  stocks.  The  old  general  property  tax, 
which  was  introduced  into  America  in  colonial 
times,  was  theoretically  a tax  imposed  uniformly 
upon  both  tangible  and  intangible  property.  The 
attempts  to  develop  a uniform  treatment  of  all 
property  have  commonly  failed  in  this  and  other 
countries.  Intangibles  have  been  taxed  at  lower 
rates  than  real  estate  in  the  effort  to  reach  them, 
have  been  taxed  on  their  income,  or  have  finally 
been  exempt  because  of  the  inability  of  state  and 
local  governments  to  tax  them  in  the  hands  of  the 
individual  owners.  The  corporate  capital  stock, 
bank  share,  and  similar  taxes  are  plainly  measures 
directed  at  the  source  of  capital  stock  values — the 
corporation  itself — and  hence  at  the  owners  of  the 
stock.  To  avoid  double  taxation,  the  stock  of 
Pennsylvania  corporations  is  exempt  from  the 
county  personal  property  taxes. 

Basically,  in  the  economic,  although  not  in  the 
legal  sense,  the  capital  stock  and  franchise  taxes 
are  property  taxes  which  necessitate  an  inherently 
difficult  and  complicated  valuation  process.  In 
the  end,  as  already  noted,  the  values  arrived  at 
are  a matter  of  opinion  and  are  not  determined 
by  a statutory  formula,  uniformly  applied.  Since 
no  specific  formula  need  be  followed,  it  is  little 


wonder  that  continuing  complaints  are  heard  in 
Pennsylvania  that  the  capital  stock  and  franchise 
taxes  are  unfair,  uncertain,  and  frequently  ex- 
cessive. It  is  evident  that  many  taxpayers  are  con- 
vinced that  a tax  on  capital  is  an  unsound  tax 
and  that  they  find  it  a continuing  source  of  irrita- 
tion. Others  have  no  serious  criticism  of  the  tax 
because  they  feel  their  taxes  are  moderate. 

If  a taxpayer  cannot  obtain  what  he  considers 
to  be  a fair  value  of  his  capital  stock,  he  may  peti- 
tion for  a review  of  the  action  of  the  Revenue  De- 
partment by  the  Resettlement  Board,  consisting 
of  the  Secretary  of  Revenue  and  the  Auditor 
General  or  their  representatives.  If  he  is  dissatis- 
fied with  the  decision  of  the  Board,  he  may  appeal 
to  the  Board  of  Finance  and  Revenue,  consisting 
of  the  State  Treasurer,  Secretary  of  Revenue, 
Auditor  General,  Attorney  General,  and  the  Sec- 
retary of  the  Commonwealth.  Further  appeals 
may  be  made  to  the  Dauphin  County  Court  of 
Common  Pleas  and  to  the  Supreme  Court  of  the 
Commonwealth. 

The  tax  officials  are  inevitably  plagued  with  a 
recurring  valuation  problem  because  of  the  capital 
stock  and  franchise  taxes.  However  intelligently 
and  fairly  they  perform  their  arduous  duties,  they 
are  bound  to  be  confronted  with  disagreements 
with  the  taxpayers  over  the  valuations  reached. 
Perhaps  these  disagreements  can  generally  be 
reconciled  in  a compromise.  The  tax  officials  are 
placed  in  an  unfair  position  because  of  the  burden 
on  them  in  administering  a tax  which  is  basically 
a tax  determined  by  matching  opinions.  Such  a 
tax  is  a continuing  source  of  grievances  among 
many  taxpayers  even  though  others  appear  to  be 
satisfied. 

There  are  other  reasons  for  the  common  and 
often  heated  criticisms  of  the  capital  stock  and 
franchise  taxes.  While  the  taxes  imposed  upon 
corporations  vary  somewhat  from  year  to  year, 
they  are  relatively  stable  and  largely  disregard 
the  income  status  of  the  corporations.  A tax  based 
upon  capital  stock  must  be  paid  whether  a firm 
has  a high  income,  a low  income,  or  a loss.  True, 
the  tax  is  deductible  for  federal  income  and  profits 
tax  purposes,  but  this  may  be  of  no  immediate 
benefit  because  of  recurring  losses.  The  value  of 
the  deductibility  also  varies  among  corporations 
with  net  incomes.  As  previously  indicated,  the 
smaller  corporations  paying  a 30  percent  federal 
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income  tax  do  not  gain  the  same  proportionate 
offsetting  of  federal  taxes  as  do  the  larger  con- 
cerns paying  a 52  percent  tax  or  even  an  82  per- 
cent tax  on  part  of  their  income.  To  the  convic- 
tion on  the  part  of  many  taxpayers  that  a valua- 
tion tax  on  capital  stock  is  inevitably  uncertain, 
arbitrary,  and  unfair,  there  are  added  the  criti- 
cisms that  a tax  on  capital  stock  is  not  closely  ad- 
justed to  earnings  and  that  it  is  inequitable  in  its 
burdens  on  different  taxpayers. 

In  reply  to  a questionnaire  sent  out  by  the  Tax 
Study  Committee  to  manufacturing  corporations 
concerning  their  experience  with  Pennsylvania 
taxes,  1,904  replies  relating  to  the  capital  stock  tax 
were  received.  Of  these,  71,  or  5 percent,  stated 
that  the  tax  was  favorable  to  decisions  to  modern- 
ize or  expand  plant  facilities  in  Pennsylvania, 
797,  or  57  percent,  reported  that  the  tax  was 
not  influencing  their  decisions  (some  of  them, 
perhaps,  because  they  were  not  contemplating 


modernization  or  expansion)  and  451,  or  38  per- 
cent, declared  that  the  tax  was  a deterrent.  The 
great  majority  of  firms  replying  to  the  question- 
naire and  criticizing  the  capital  stock  tax  employed 
less  than  100  persons. 

Capital  Stock  Valuations  of  Twenty  Small 
Corporations 

The  difficulties  arising  in  the  valuation  of  capital 
stock  and  the  uncertainties  and  criticisms  they 
create  may  be  illustrated  in  some  measure  by  con- 
sidering some  of  the  determinations  of  value  that 
might  be  reached  on  the  basis  of  actual  data 
furnished  by  the  Department  of  Revenue  from 
the  tax  returns  of  20  small  Pennsylvania  com- 
panies. In  Table  69  some  alternative  valuations 
are  cited.  The  valuation  methods  used  here  are 
among  those  sometimes  used  by  corporations, 
singly  or  in  combination,  to  arrive  at  their  own 
valuations  of  capital  stock.  It  is  not  implied  here 


Table  69 

SOME  ALTERNATIVE  CAPITAL  STOCK  TAX 

Valuations  Based  on  Data  from  Capital  Stock  Tax  Reports 
of  20  Small  Pennsylvania  Companies 

Valuation  Methods  Minimum  Value 

as  Percentage  of 


Corporation 

I 

II 

III 

IV 

V 

Maximum  Value 

A 

$ 71,467 

* 

$47,645 

* 

* 

66.7% 

B 

131,124 

$70,879 

108,249 

$59,753 

$85,168 

45.6 

C 

* 

106,967 

* 

83,644 

50,187* * ** 

46.9 

D 

103,392 

* 

68,928 

* 

41,357** 

40.0 

E 

153,137 

136,852 

110,120 

97,630 

103,025 

63.8 

F 

129,335 

117,150 

86,224 

78,100 

78,500 

60.4 

G 

167,657 

154,077 

111,771 

103,093 

99,968 

59.6 

H 

132,207 

130,857 

91.017 

88,480 

86,685 

65.6 

I 

200,299 

135,124 

133,533 

90,083 

104,579 

45.0 

J 

124,579 

183,434 

84,182 

124,121 

* 

45.9 

K 

145,405 

263,646 

96,937 

205,764 

136,086 

36.8 

L 

129,792 

175,127 

153,195 

176,752 

171,487 

73.4 

M 

184,501 

281,821 

123,001 

187,848 

150,122 

43.6 

N 

325,647 

263,717 

217,098 

175,812 

198,853 

54.0 

O 

286,483 

321,748 

198,189 

221,699 

208,525 

61.5 

P 

* 

528,600 

* 

434,067 

290,200** 

54.9 

Q 

99,499 

107,162 

66,333 

71,441 

57,965 

54.1 

R 

85,983 

120,628 

119,822 

129,169 

135,145 

63.6 

S 

71,124 

86,654 

47,416 

70,269 

44,032 

50.8 

T 

% 

47,773 

* 

31,849 

19,109 

40.0 

Source : State  Department  of  Revenue. 

* Losses  involved.  This  method  produced  uncertain  results  because  the  statute  does  not  indicate  the 
weight  to  be  given  to  losses. 

**  Losses  were  assigned  a zero  value  in  computation  of  5-way  average. 
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that  these  or  any  other  particular  methods  are 
followed  by  the  Department  of  Revenue,  which 
presumably  considers  all  pertinent  factors  but  does 
not  officially,  so  far  as  it  is  known,  adhere  to  any 
fixed  formula.  The  statute,  as  previously  men- 
tioned, does  not  prescribe  any  specific  valuation 
formula.  As  a result,  much  confusion  and  uncer- 
tainty are  bound  to  result  among  the  taxpayers. 

An  explanation  of  the  valuation  methods  used 
in  Table  69  follows: 

I.  Valuation  based  on  average  of  invested 
capital  and  current  year’s  net  income 
capitalized  at  10  percent. 

II.  Valuation  based  on  average  of  invested 
capital  and  average  net  income  of  last 
five  years  capitalized  at  10  percent. 

III.  Valuation  based  on  average  of  invested 
capital,  current  year’s  net  income  capital- 
ized at  10  percent,  and  dividends  capital- 
ized at  8 percent. 

IV.  Valuation  based  on  average  of  invested 
capital,  average  net  income  of  last  five 
years  capitalized  at  10  percent,  and  aver- 


age dividends  of  last  five  years  capitalized 
at  8 percent. 

V.  Valuation  based  on  average  of  invested 
capital,  current  year’s  net  income  capital- 
ized at  10  percent,  average  net  income  of 
last  five  years  capitalized  at  10  percent, 
current  year’s  dividends  capitalized  at  8 
percent,  and  average  dividends  of  last  five 
years  capitalized  at  8 percent. 

The  Department  of  Revenue  has  generously 
furnished  the  Tax  Study  Committee  with  data 
concerning  the  earnings  and  taxes  paid  by  the 
same  20  small  corporations  doing  business  in 
Pennsylvania  over  a period  of  years. 

In  Table  70  a summary  of  the  data  is  pro- 
vided for  the  year  1951.  The  data  indicate  that 
concerns  suffering  losses  as  well  as  those  realiz- 
ing net  incomes  must  pay  the  capital  stock  tax 
and  that  there  is  no  close  relationship  between 
earnings  and  capital  stock  taxes. 

Table  71  has  also  been  prepared  from  the 
data  supplied  for  these  corporations  by  the 
Department  of  Revenue.  It  indicates  the  ratios 
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TAXES  PAID  BY  20  SMALL  PENNSYLVANIA  CORPORATIONS  IN  1951 


Corporation  Pa. 

Capital 

Stock 

Tax 

Pa. 

Corp.  Old-Age 
Net  and  Unem- 
Income  ployment 
Tax  Tax 

Federal 
Income 
- and 
Profits 
Taxes 

Real 

Estate 

and 

Other 

Taxes 

Total 

Taxes 

Income 

Before  After 
Taxes  Taxes 

Taxes  as 
Percent  of 
- Income 
Before 
Taxes 

A 

$ 550 

$1,156 

$ 7,902 

$ 7,050 

$ 2,256 

$18,914 

$ 37,599 

$ 18,685 

50.3% 

B 

550 

1,125 

634 

6,569 

100 

8,978 

24,913 

15,935 

36.0 

C 

598 

3,240 

8,586 

38,750 

1,270 

52,444 

77,544 

25,100 

67.6 

D 

315 

1,298 

355 

8,297 

122 

10,387 

28,795 

18,408 

36.1 

E 

350 

0 

1,784 

0 

1,217 

3,351 

—3,269 

—6,620 

Deficit 

F 

765 

883 

2,511 

5,484 

780 

10,423 

23,141 

12,718 

45.0 

G 

425 

1,880 

4,910 

17,811 

800 

25,826 

46,626 

20,800 

55.4 

H 

450 

1,125 

4,588 

6,800 

345 

13,308 

29,200 

15,892 

45.6 

I 

375 

547 

4,503 

4,362 

1,579 

11,366 

22,198 

10,832 

51.2 

J 

1,125 

4,692 

2,048 

47,168 

135 

55,168 

101,851 

46,683 

54.2 

K 

1,048 

658 

3,354 

3,785 

960 

9,805 

16,119 

6,314 

60.8 

L 

125 

851 

5,066 

5,108 

0 

11,150 

20,686 

9,536 

53.9 

M 

391 

565 

0 

3,450 

33 

4,439 

12,989 

8,550 

34.2 

N 

350 

693 

1,872 

4,074 

639 

7,628 

17,760 

10,132 

43.0 

O 

625 

606 

1,095 

3,487 

407 

6,220 

13,488 

7,268 

46.1 

P 

342 

104 

36 

886 

2,608 

3,976 

4,911 

935 

81.0 

Q 

200 

0 

6,527 

0 

10,552 

17,279 

14,845 

—2,434 

116.4 

R 

2,500 

3,074 

7,085 

25,643 

3,529 

41,831 

77,687 

35,856 

53.8 

S 

775 

1,339 

500 

8,099 

1,142 

11,855 

30,552 

18,697 

38.8 

T 

2,500 

0 

12,866 

0 

29,225 

44,591 

—71,948 

—116,539 

Deficit 

Source : State  Department  of  Revenue. 
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Table  71 

WEIGHT  OF  CAPITAL  STOCK  AND  COR- 
PORATE NET  INCOME  TAXES  OF 
PENNSYLVANIA  CORPORATIONS 
FOR  10-YEAR  PERIOD  ENDING 
IN  1951* 

Twenty  Small  Pennsylvania  Corporations 
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A 

2.4% 

6.0% 

8.4% 

B 

3.1 

5.7 

8.8 

C 

3.6 

9.1 

12.7 

D 

2.9 

5.4 

8.3 

E 

3.5 

5.7 

9.2 

F 

3.0 

6.3 

9.3 

G 

1.9 

7.0 

8.9 

H 

2.2 

5.6 

7.8 

I 

6.1 

13.4 

19.5 

J 

1.9 

7.7 

9.6 

K 

3.3 

6.3 

9.6 

L 

ta 

tb 

tc 

M 

2.8 

5.5 

8.3 

N 

2.3 

5.8 

8.1 

O 

3.2 

5.7 

8.9 

P 

t a 

te 

t £ 

O 

3.8 

6.6 

10.4 

R 

2.5 

7.5 

10.0 

S 

4.5 

6.6 

11.1 

T 

6.2 

9.6 

15.8 

Source : Basic  Data  supplied  by  State  Depart- 
ment of  Revenue. 

* In  the  case  of  several  recently  organized  cor- 
porations, the  period  is  less  than  ten  years. 

f The  company  suffered  an  excess  of  losses 
over  profits,  according  to  its  books,  for  the  period. 
Average  annual  tax  in  dollars  for  the  10-year 
period  as  a whole,  as  follows:  a — $138.00:  b — 
$352.00;  c— $490.00;  d— $440.00;  e— $1,877.00; 
f— $2,317.00. 


Note:  Where  percentages  appear  to  be  far  out 
of  line,  the  principal  reason  is  losses  in  one  or 
more  years. 


of  the  Pennsylvania  capital  stock  and  corporate 
net  income  taxes,  averaged  over  a 10-year  period 
to  net  income  after  the  payment  of  all  taxes.  It 
will  be  observed  that  the  average  ratios  of  capital 


stock  and  income  taxes,  as  well  as  the  ratios  of 
these  taxes  combined,  varied  considerably  from 
company  to  company.  The  average  ratio  of  the 
capital  stock  tax  to  net  income  after  all  taxes 
ranged  from  1.9  percent  to  6.2  percent  among 
the  concerns  reporting  an  excess  of  net  income 
over  losses. 

Two  corporations,  over  the  period  of  ten  years, 
encountered  losses  exceeding  their  aggregate  net 
income  after  taxes.  Both  of  them  paid  capital 
stock  taxes  in  the  years  of  losses  and  also  paid 
a net  income  tax  to  the  Commonwealth  in  those 
years  when  they  had  a net  income.  If  Pennsyl- 
vania had  a net  operating  loss  carry-over  pro- 
vision in  the  tax  law,  the  net  income  taxes  on 
such  corporations  would  be  reduced  or  even 
removed  because  earnings,  in  effect,  would  be 
averaged  over  a period  of  years  for  taxation.  The 
present  system,  which  considers  only  the  financial 
results  of  a single  year,  clearly  penalizes  con- 
cerns with  losses  in  off  years. 

The  Capital  Stock  Tax  in  State  Revenue 
Systems 

The  major  problems  and  common  criticisms  of 
the  Pennsylvania  capital  stock  tax  on  domestic 
and  foreign  corporations  have  been  cited.  The 
question  is  pertinent,  if  there  are  serious  ob- 
jections to  the  tax,  why  is  it  continued?  The 
answer  to  this  question  is  evident.  The  taxation 
of  the  capital  of  domestic  and  foreign  corpora- 
tions employed  in  Pennsylvania  furnishes  the 
Commonwealth  with  large  and  rather  stable 
revenues.  What  may  be  advantageous  to  the 
Commonwealth,  however,  may  be  disadvantage- 
ous to  corporate  taxpayers.  The  question  is,  are 
there  not  other  revenues  which  would  be  more 
equitable  and  more  conducive  to  high  level  eco- 
nomic activity? 

Only  Pennsylvania  and  Massachusetts  have  a 
combination  of  relatively  heavy  taxes  on  cor- 
porate net  income  and  capital.  The  Massachusetts 
tax  on  corporate  excess  has  some  mitigating  fea- 
tures in  comparison  with  the  Pennsylvania  capital 
stock  tax,  however.  Its  purpose  is  to  tax  the 
intangible  value  in  excess  of  the  value  of  tangible 
property  locally  taxed,  not  the  total  value  of  the 
stockholders’  investment.  Even  though  the  rate  of 
the  Massachusetts  tax  is  6.15  mills  as  compared 
with  the  5 mill  rate  of  the  Pennsylvania  capital 
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stock  tax,  the  Pennsylvania  tax  is  frequently 
more  burdensome.  Moreover,  while  the  Massa- 
chusetts corporate  net  income  tax  rate  in  1953 
is  6.765  percent,  the  ratio  of  corporate  net  in- 
come taxes  to  1952  net  income  in  Pennsylvania, 
because  of  the  acceleration  feature,  is  still  higher, 
being,  or  approximating,  7.5  percent  for  the  year 
1953. 

Much  has  been  heard  of  the  heavy  taxation  of 
manufacturing  in  Massachusetts  and  its  adverse 
effects  on  the  competitive  position  of  industry  in 
that  Commonwealth.  In  a survey  of  opinion  of 
663  manufacturing  companies  conducted  by  the 
Boston  Federal  Reserve  Bank  in  1949,  it  was 
found  that  56  percent  of  the  firms  reporting  on 
Massachusetts  state  and  local  taxes  thought  they 
were  an  important  competitive  disadvantage. 
Only  7 percent  found  Massachusetts  taxes  to 
be  relatively  favorable.  As  compared  with  the 
ratings  of  the  taxes  in  the  other  New  England 
states,  the  Massachusetts  ranking  was  the  most 
unfavorable. 

Massachusetts,  like  Pennsylvania,  is  a mature 
industrial  state  which  is  still  growing  but  not 
nearly  so  fast  as  formerly  nor  as  fast  as  many 
of  the  younger  states.  There  have  been  numerous 
investigations  of  industrial  trends  in  Massa- 
chusetts and  of  the  tax  burdens  there.  As  in  the 
other  states,  because  of  the  numerous  variable 
factors  involved  in  economic  developments,  it  has 
been  very  difficult  or  impossible  to  determine  just 
what  the  effects  of  high  taxation  on  industrial 
changes  in  Massachusetts  have  been.  In  a report 
of  the  Special  Commission  on  Taxation  to  the 
Senate  and  House  of  Representatives  in  1951,  it 
was  concluded,  after  numerous  comparisons  of 
corporate  taxation  in  Massachusetts  and  several 
other  industrial  states,  including  Pennsylvania: 
“In  the  main,  these  overall  results,  which  include 
all  state  and  local  taxes  except  unemployment 
compensation  taxes  on  pay  rolls,  indicate  that 
Massachusetts  is  a high  tax  state  for  manufac- 
turing corporations.”  A previous  Commission,  in 
its  report  to  the  General  Court  of  Massachusetts 
on  industrial  migration  from  Massachusetts,  had 
concluded  in  1939  that  while  the  influence  of 
taxation  on  unfavorable  industrial  developments 
in  Massachusetts  could  not  be  exactly  determined, 
the  reduction  of  taxes,  particularly  those  on  prop- 


erty, would  be  very  helpful  in  encouraging  indus- 
trial expansion. 

The  Massachusetts  industrial  and  tax  situation 
is  mentioned  here  because  it  may  shed  some  light 
on  the  Pennsylvania  problem.  In  both  states  in- 
dustry has  been  growing  in  spite  of  general  high 
overall  taxes.  In  Pennsylvania  relatively  low  local 
taxes  may  offset  some  of  the  disadvantages  of 
rather  high  state  taxes.  This  may  also  be  true  to 
a varying  degree  in  Massachusetts.  Apparently 
in  both  states  continued  high  taxes  on  industry, 
and  particularly  tax  increases,  will  be  a hindrance 
to  industrial  growth  which  will  have  to  be  over- 
come by  other  advantageous  factors  if  the 
economy  is  not  to  suffer. 

Michigan  has  a rather  substantial  capital  stock 
tax  but  no  corporate  income  tax.  Ohio  has  a one 
mill  capital  stock  tax  but  no  corporate  income  tax. 
New  Jersey  has  a low  rate  capital  stock  tax  but 
no  corporate  income  tax.  North  Carolina  taxes 
both  corporate  income  and  capital  stock,  but  the 
rate  of  the  latter  is  only  1.5  mills.  New  York  im- 
poses only  one  annual  tax  on  corporations.  It  is 
levied  on  (1)  net  income,  or  (2)  30  percent  of 
net  income  plus  certain  salaries,  or  (3)  capital 
stock  or  employed  capital,  or  (4)  a flat  amount 
of  $25,  whichever  yields  the  greatest  tax.  The  an- 
nual taxes  imposed  upon  corporations  by  the  lead- 
ing states  are  shown  in  Table  72.  It  is  apparent 
that  the  combination  of  a high  net  income  and  a 
high  capital  tax  is  found  only  in  Pennsylvania  and 
Massachusetts.  It  is  true,  of  course,  that  other 
taxes  may  be  imposed  upon  corporations  along 
with  other  taxpayers  in  some  states,  including  the 
real  estate  tax.  It  is  therefore  necessary  to  note 
all  of  these  taxes  as  well  as  the  local  taxes,  if 
one  is  to  obtain  a reasonably  accurate  idea  of 
the  comparative  tax  burdens  on  industry  in  the 
different  states. 

Should  Corporations  in  Pennsylvania  Pay 
Only  One  General  Tax? 

Many  business  men  and  tax  students  in  Penn- 
sylvania, including  a number  who  have  written  to 
the  Tax  Study  Committee  in  connection  with  its 
questionnaire  on  the  effects  of  taxation  on  plant 
modernization  and  expansion,  have  suggested  that 
corporations  should  not  be  required  to  pay  both 
a net  income  and  a capital  stock  tax  to  the  Com- 
monwealth. If  corporations  had  the  opportunity 
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to  pay  either  the  corporate  net  income  tax  at  a 
rate  of  5 percent  or  the  capital  stock  tax  at  a 
rate  of  5 mills,  whichever  was  the  greater,  the 
revenue  loss  would  apparently  approximate  $45 
to  $50  million  a year,  depending  on  the  level  of 


business  activity  and  other  related  factors.  In  a 
period  of  rising  state  expenditures,  such  as  the 
present,  this  revenue  loss  would  have  to  be  made 
up  from  some  other  tax.  Some  business  men  and 
tax  students  would  prefer  to  have  the  corporation 


Table  72 

RATES  OF  ANNUAL  CORPORATION  NET  INCOME  AND  CAPITAL  STOCK  TAXES 

Selected  States;  January  1,  1953 


State 

Income  Tax 

Capital  Stock  Tax 

California 

4%  or  $25,  whichever  is  greater. 
Federal  Income  Taxes  not  de- 
ductible. 

None 

Connecticut 

3%  of  net  income  or  1J4  mills  on 
Income  Taxes  not  deductible. 

capital  or  $15,  whichever  is  greatest.  Federal 

Illinois 

None 

% mill  on  stated  capital  plus  paid  in  surplus 
representing  property  and  business  in 
Illinois. 

Indiana 

None 

None 

Maryland 

4%,  Federal  Income  Taxes  not 
deductible. 

Graduated  from  $10  up  to  $480  for  $10,000,- 
000,  plus  $30  for  each  additional  $2,000,000 
or  fraction  thereof  for  domestic. 

Massachusetts 

6.765%,  Federal  Income  Taxes  not 
deductible. 

6.15  mills  on  corporate  excess. 

Michigan 

None 

4 mills,  minimum  $10. 

New  Jersey 

None 

8/10  mill  on  first  $100,000,000.  Diminishes 
to  2/10  mill  on  capital  over  $300,000,000. 
Minimum,  $25  for  domestic,  $50  for  foreign. 

New  York 

5.5%  of  net  income  or  30%  of  net  income  plus  certain  salaries,  or  1 mill  on 
capital,  plus  tax  on  subsidiary  capital  decreasing  from  % mill  on  first  $50,- 
000,000  to  34s  mill  on  amount  over  $100,000,000,  or  $25,  whichever  is  greatest. 
Federal  Income  Taxes  not  deductible. 

North  Carolina 

6%,  Federal  Income  Taxes  not  de- 
ductible. 

1%  mills,  minimum  $10. 

Ohio 

None 

1 mill,  minimum  $25. 

Pennsylvania 

5%  basic  rate,  7.5%  ratio  of  tax 
payments  to  net  income  in  1953 
only  because  of  acceleration. 
Federal  Income  Taxes  not  de- 
ductible. 

5 mills,  no  statutory  minimum. 

Virginia 

5%,  Federal  Income  Taxes  not  de- 
ductible. 

Graduated  from  $10  up  to  $15,100  on  $300,- 
000,000  plus  $10  on  each  additional  $1,000,- 
000  for  domestic  and  from  $5  on  $15,000 
up  to  $25  on  amount  over  $300,000  for 
domestic  and  foreign. 

West  Virginia 

None 

Graduated  from  $20  on  $5,000  up  to  $2,500 
on  $15,000,000  or  more  for  domestic. 
Foreign  pay  50%  more  and  must  pay  $150 
minimum. 

Wisconsin 

2 to  6%. 

None 

Source:  Commerce  Clearing  House,  Inc. 

Note : Special  taxes  may  be  imposed  upon  financial  or  other  corporations  in  lieu  of  the  general 
corporation  taxes.  In  this  table  general  property,  intangible  property,  and  other  taxes  not  imposed 
specifically  as  corporation  taxes  are  excluded.  Local  taxes  are  also  excluded. 
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tax  normally  based  upon  net  income  and  would 
prefer  a higher  income  tax  rate  to  the  payment 
of  both  taxes.  To  make  up  the  revenue  lost  from 
the  change  to  a system  requiring  either  the  pay- 
ment of  the  net  income  or  the  capital  stock  tax, 
whichever  is  the  greater,  the  corporate  net  income 
tax  rate  would  apparently  have  to  be  raised 
approximately  2 percentage  points.  An  increase 
in  the  rate  from  5 to  7 percent  would  yield  an 
additional  $50  million  a year,  under  conditions 
similar  to  those  now  prevailing. 

The  net  income  base  is  preferable  to  capital 
stock,  from  the  economic  standpoint  and  also  con- 
sidering the  equity  of  the  situation.  The  success 
of  a corporation  is  reflected  in  its  net  income. 
The  burden  of  an  income  tax  automatically  falls 
when  earnings  decline  and  rises  when  income  in- 
creases. It  is  true,  of  course,  that  even  a corpora- 
tion with  losses  obtains  some  beneficial  govern- 
mental services.  It  is  also  true  that  the  Common- 
wealth needs  revenue  in  poor  years  and  cannot 
forego  all  taxes  in  hard  times.  A minimum  capital 
stock  tax  or  a flat  amount,  say  $50,  whichever  is 
the  greater,  could  be  required  in  years  of  loss  or 
very  low  income.  This  would  not  remove  all  of 
the  tax  burden  from  corporations  in  bad  years, 
but  it  would  greatly  alleviate  them. 

If  net  income  were  the  normal  tax  base,  the 
problem  of  valuing  capital  stock  each  year  would 
be  greatly  simplified  for  the  Commonwealth  and 
the  taxpayers.  Many  disputes  would  be  avoided. 
Pennsylvania  would  also  be  a more  attractive 
state  in  which  to  engage  in  business.  Its  com- 
petitive position  would  be  improved  as  compared 
with  the  tax  attractions  in  other  states  which  do 
not  place  upon  corporations  a combination  of 
heavy  income  and  capital  stock  taxes. 

The  other  states,  except  Massachusetts,  and 
the  federal  government  get  along  quite  well  with- 
out such  a combination.  A further  consideration  is 
that  in  Pennsylvania  unincorporated  businesses  1 
pay  neither  a state  net  income  nor  a capital  stock 
tax.  Imposing  both  of  these  taxes  on  corporations 
discriminates  against  the  corporate  form  of 
business. 

The  Incidence  of  the  Capital  Stock  and 
Franchise  Taxes 

The  discussion  of  the  economic  burdens  and 
effects  of  the  capital  stock  tax  on  domestic  and 


franchise  tax  on  foreign  corporations  has  thus 
far  assumed  that  these  taxes  remain  very  largely 
with  the  stockholders  of  corporations.  The  taxes 
do  not  vary  directly  with  sales  or  net  income  and 
must  be  paid  even  if  there  are  losses.  In  the 
markets  where  interstate  competition  is  active,  it 
may  be  impossible  to  shift  the  capital  stock  taxes 
because  of  the  advantages  possessed  in  taxation 
or  otherwise  by  out  of  the  state  competitors. 

If  a tax  on  capital  stock  cannot  be  shifted,  it 
may  depress  wages  and  salaries  as  well  as  net 
income  available  for  the  owners.  If  such  a tax 
places  Pennsylvania  firms  at  a competitive  disad- 
vantage, it  also  acts  to  retard  output  and  em- 
ployment. 

On  the  other  hand,  in  those  instances  where 
the  tax  on  capital  stock  does  not  vary  greatly 
from  year  to  year,  it  can  be  forecast  to  a consider- 
able extent  in  advance  in  making  contracts  for 
output.  It  may  also  affect  future  investments  of 
capital  and  by  restricting  output  tend  to  raise 
prices.  To  the  extent  that  corporations  can  ad- 
just their  prices  to  allow  for  the  taxation  of 
capital  stock,  the  tax  will  be  passed  on  to  con- 
sumers, with  effects  similar  to  those  of  a general 
sales  tax. 

Wherever  a capital  stock  tax  rests,  it  falls  uni- 
formly on  all  persons  who  are  burdened  by  it, 
regardless  of  their  ability  to  pay,  since  the  tax 
rate  is  uniform  and  there  are  no  exemptions  for 
investors,  employes,  or  consumers  of  low  income 
or  of  necessities  as  compared  with  luxuries. 

If  a tax  must  be  imposed  upon  capital  stock,  it 
should  be  as  moderate  as  possible.  As  previously 
stated,  it  would  ordinarily  be  preferable  to  tax  net 
income,  to  the  extent  that  corporations  must  be 
taxed.  So  far  as  consumers  are  concerned,  other 
taxes  could  be  imposed  far  more  equitably  upon 
them  than  a concealed  capital  stock  tax. 

Summary 

The  results  of  the  inquiry  of  the  Tax  Study 
Committee  into  the  corporate  tax  structure  in 
Pennsylvania  may  now  be  summarized.  Corpora- 
tions are  taxed  because  large  revenues  are  readily 
collected  from  them  and  some  charge  is  warranted 
for  the  beneficial  services  provided  to  them  by  the 
Commonwealth. 

The  taxes  collected  from  corporations  must  fall 
upon  someone.  They  are  extracted  sooner  or  later 
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from  the  individuals  who  own  the  taxed  corpora- 
tions, or  are  shifted  to  consumers  in  increased 
prices,  or  affect  the  incomes  of  employes. 

Corporate  taxes  are  not  based  upon  the  ability 
of  individuals  as  investors,  consumers,  or  em- 
ployes to  pay  them.  They  tax  all  whom  they  hit 
alike,  at  the  same  rates  and  without  exemptions, 
whether  they  be  rich  or  poor. 

One  study  of  corporate  share  ownership  has 
found  that  in  1952  there  were  6,490,000  individ- 
uals owning  the  stocks  of  publicly  owned  cor- 
porations. This  excludes  ownership  in  small  closely 
held  corporations  and  the  stocks  of  cooperative 
associations.  The  individual  shareholders  were 
members  of  4,750,000  families.  Over  a million  of 
the  families  had  incomes  under  $4,000,  including 
200,000  families  with  incomes  under  $2,000.  Ap- 
proximately 610,000  families  with  incomes  from 
$4,000  to  $5,000  owned  shares,  as  did  2,080,000 
families  with  incomes  from  $5,000  to  $10,000, 
and  1,020,000  families  with  incomes  over  $10,000. 

A tax  on  corporations  is,  in  effect,  a tax  on 
many  individuals,  and  its  burdens  should  so  be 
considered,  whether  they  impinge  upon  investors, 
consumers,  or  employes. 

Corporation  bonus  charges  for  the  privilege  of 
incorporating  in  Pennsylvania  or  entering  the 
state  to  do  business  yield  small  revenue,  amount- 
ing to  $2.8  million  in  1952,  and  could  be  aban- 
doned as  an  encouragement  to  corporations  to 
enter  the  state  to  engage  in  business.  If  the 
charges  are  retained,  consideration  should  be  given 
to  reducing  them  to  cover  only  the  expenses  of 
administration  and  to  making  them  either  a license 
fee  or  tax  which  would  be  deductible  for  federal 
income  taxation. 

The  corporate  loans  tax  on  indebtedness  is 
withheld  from  interest  payments  by  corporations 
and  supplements  the  county  personal  property 
taxes.  Only  resident  owners  are  taxed.  Since  the 
revenue  obtained  is  small,  only  $1.6  million  in 
1952,  and  in  view  of  the  compliance  difficulties 
arising  in  screening  out  resident  owners  of  cor- 
porate loans,  the  tax  might  be  abandoned  or 
turned  over  to  the  counties  for  enforcement  along 
with  the  personal  property  taxes. 

The  corporate  net  income  tax  is  the  General 
Fund’s  largest  revenue  producer.  It  is  estimated 
to  yield  one-third  of  the  General  Fund  revenues 
in  the  1951-1953  biennium.  But  this  is  a source 


of  revenue  which  is  subject  to  wide  fluctuations 
with  changing  earnings  and  tax  rates.  The  cor- 
porate net  income  tax  in  Pennsylvania  is  supple- 
mented by  the  capital  stock  tax  on  domestic  cor- 
porations and  by  the  franchise  tax  on  foreign  cor- 
porations which  yield  lesser  but  substantial  rev- 
enues. As  indicated  in  an  earlier  chapter,  a com- 
parison of  the  tax  system  of  15  leading  states  in 
1952,  on  the  basis  of  U.  S.  Census  Bureau  data, 
showed  that  the  taxes  imposed  upon  corporations 
now  constitute  a greater  share  of  the  state  tax  rev- 
enues in  Pennsylvania  than  in  other  important 
commercial  and  industrial  states,  and,  in  fact,  of 
any  other  state. 

The  basic  corporate  net  income  tax  rate  is  5 
percent.  The  effect  of  accelerating  corporate  in- 
come tax  payments  in  1953,  however,  is  to  raise 
the  ratio  of  tax  payments  in  1953  to  7.5  percent 
of  net  income.  This  is  currently  a higher  ratio  of 
income  taxes  to  income  than  that  found  in  any 
other  leading  state. 

The  corporate  net  income  tax  acceleration  is  an 
unhappy  and  thoroughly  confusing  device  which 
should  be  discarded  at  the  earliest  opportunity. 
It  is  a device  resorted  to  by  no  other  state. 

Pennsylvania,  like  several  other  states,  taxes 
corporate  net  income  without  allowing  a deduc- 
tion for  federal  income  and  profits  taxes. 

Losses  in  one  year  are  not  balanced  against 
income  in  other  years  in  Pennsylvania.  The  fed- 
eral government,  however,  allows  a carry-back 
of  one  year  and  a carry-forward  of  five  years  for 
net  operating  losses.  Some  states  also  permit  a 
loss  carry-over. 

The  Pennsylvania  corporate  net  income  tax  is 
especially  onerous  for  the  many  thousands  of 
small  corporations  with  net  incomes  under  $25,- 
000  which  are  subject  to  the  30  percent  federal 
income  tax.  The  state  taxes  of  these  firms  are 
offset  to  a lesser  degree  by  their  deductibility  for 
federal  income  taxation  than  are  the  state  taxes 
of  the  larger  corporations  paying  a federal  in- 
come tax  at  a rate  of  52  percent  or  higher.  In 
addition,  losses  are  more  common  among  the 
smaller  companies. 

Domestic  and  foreign  corporations  engaging  in 
business  in  Pennsylvania  must  pay  a 5 mill  capital 
stock  or  franchise  tax  on  the  capital  located  in 
or  employed  in  Pennsylvania.  The  valuation  of 
capital  is  a complicated  and  uncertain  process  not 
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controlled  by  any  definite  statutory  formula 
which  results  in  inequalities  and  dissatisfaction 
among  many  taxpayers.  Others  appear  to  be  satis- 
fied with  the  valuations  resulting. 

The  capital  stock  of  the  domestic  corporations  is 
allocated  to  Pennsylvania  for  taxation  according 
to  the  ratio  of  the  value  of  the  taxable  assets  in 
Pennsylvania  to  the  value  of  the  total  assets.  In 
the  case  of  foreign  corporations,  the  allocation 
gives  equal  weight  to  the  ratios  of  tangible  prop- 
erty, pay  rolls,  and  gross  receipts  in  Pennsylvania 
to  the  total  tangible  property,  pay  rolls,  and  gross 
receipts.  Some  taxpayers  believe  this  arrangement 
discriminates  against  domestic  corporations.  If 
such  discrimination  exists,  there  is  no  logical 
reason  for  it.  It  has  been  suggested  that  the  prob- 
lem could  be  met  by  allowing  domestic  corpora- 
tions the  option  to  allocate  their  taxable  capital 
to  Pennsylvania  on  the  basis  of  the  three  fraction 
formula  applied  to  foreign  corporations. 

The  valuation  of  capital  stock  is  not  controlled 
by  corporate  earnings.  The  tax  must  be  paid  re- 
gardless of  a profit  or  loss  condition.  The  smaller 
corporations  with  the  lowest  federal  income  tax 
rate,  and  with  the  greater  tendency  toward  losses, 
are  placed  at  a competitive  disadvantage  by  the 
capital  stock  burdens  in  comparison  with  larger 
corporations  which  pay  a higher  federal  income 
tax  rate  and  obtain  a relatively  greater  benefit 
from  the  deductibility  of  state  taxes  in  determin- 
ing income  for  federal  taxation. 

Total  capital  stock  and  franchise  tax  payments 
were  equal  to  45.0  percent  of  corporate  income 
tax  payments  in  Pennsylvania  in  the  fiscal  year 
1952,  when  a 5 percent  corporate  income  tax  rate 
was  in  effect.  In  preceding  years  they  were  con- 
sistently equal  to  more  than  half  the  total  income 
taxes,  thereby  substantially  increasing  the  ratio  of 
Pennsylvania  corporate  taxes  to  corporate  in- 
come. For  a corporation  with  a low  income,  the 
capital  stock  tax  may  exceed  the  income  tax. 


In  spite  of  its  economic  hardships  and  dis- 
advantages, the  capital  stock  tax  supplies  sub- 
stantial and  more  stable  revenues  than  the  much 
more  productive  corporate  net  income  tax.  To 
remove  the  tax  on  the  capital  of  domestic  and 
foreign  corporations,  equivalent  revenue  must  be 
found  from  a more  equitable  and  practicable 
source. 

The  experience  of  the  other  states  should  be  a 
guide  to  Pennsylvania  in  the  reform  of  its  cor- 
porate tax  system.  Only  Massachusetts  and  Penn- 
sylvania have  a combination  of  relatively  heavy 
taxes  on  net  income  and  capital  stock.  While 
Maryland  and  North  Carolina  tax  both  net  in- 
come and  capital  stock,  the  capital  stock  tax  rate 
is  low  in  both  states.  New  York  collects  either  a 
net  income  or  a capital  stock  tax,  whichever  is 
greater,  not  both.  Illinois,  Michigan,  New  Jersey, 
Ohio,  and  West  Virginia  tax  only  capital  stock. 

In  the  opinion  of  many  tax  students  and  busi- 
nessmen, considering  both  economic  and  equity 
factors,  the  corporate  tax  structure  should  nor- 
mally be  based  upon  net  income.  The  success  or 
failure  of  a concern  is  best  measured  by  its  earn- 
ings. The  capital  stock  tax  could  be  employed  as 
an  alternative  tax  on  corporations  in  those  in- 
stances where  it  would  amount  to  a greater  sum 
than  the  net  income  tax.  The  loss  of  revenue  from 
adopting  the  proposal  to  make  the  capital  stock 
an  alternative  revenue  could  be  made  up  by  rais- 
ing the  corporate  net  income  tax  to  approximately 
7 percent. 

Placing  a primary  emphasis  upon  net  income  as 
a basis  of  taxation  would  remove  the  cause  of 
many  disputes  between  the  taxpayers  and  the  tax 
officials  over  the  uncertainties  and  complications 
involved  in  valuing  capital  assets.  Pennsylvania 
would  also  be  a more  attractive  state  in  which  to 
engage  in  business.  Its  competitive  position  would 
be  improved  as  compared  with  that  of  other  states 
which  do  not  depend  upon  a combination  of  heavy 
income  and  capital  stock  taxes. 
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CHAPTER  VII 

THE  PENNSYLVANIA  CORPORATE  TAX  BURDEN 


IN  THE  preceding  pages  considerable  material 
was  provided  which  is  descriptive  of  the  na- 
ture, rates,  and  economic  effects  of  the  cor- 
porate net  income  and  capital  stock  taxes.  These 
taxes  have  been  studied  rather  intensively  because 
(1)  the  corporate  taxes  provide  more  General 
Fund  revenue  than  any  other  source,  (2)  it  is 
frequently  charged  that  Pennsylvania  is  a high 
corporate  tax  state,  (3)  the  corporate  net  income 
and  capital  stock  taxes  are  the  most  complicated 
of  the  state  taxes  and  encounter  the  most  difficult 
administrative  and  compliance  problems,  and  (4) 
it  is  argued  by  many  tax  students  and  business- 
men that  it  would  be  more  rational  to  make  the 
net  income  tax  the  basic  corporate  tax  and  to 
resort  to  the  capital  stock-franchise  tax  only  as 
an  alternative  to  be  paid  when  it  would  involve 
a larger  tax  payment  by  a corporation  than  a 
net  income  tax. 

The  corporate  tax  structure  has  also  been 
studied  with  a regard  for  the  importance  of  manu- 
facturing in  the  Pennsylvania  economy  and  the 
fact  that  the  larger  interstate,  and  some  of  the 
smaller,  corporations  may  have  a choice  in  locat- 
ing and  expanding  their  plants  and  operations 
which  will  be  decided,  other  things  being  equal, 
with  reference  to  the  present  and  expected  future 
state  and  local  taxes  to  be  paid  in  relation  to  the 
governmental  services  furnished. 

The  importance  of  the  manufacturing  industry 
in  the  corporate  revenue  structure  is  indicated  in 
Tables  73,  74,  75,  and  76,  supplied  to  the  Tax 
Study  Committee  by  the  Revenue  Department. 


The  data  show  the  corporate  taxes  paid  in  1952 
by  the  25,141  corporations  included  in  the  tabula- 
tion. This  does  not  include,  of  course,  all  of  the 
corporations  paying  taxes  in  Pennsylvania.  Of 
the  21,167  domestic  corporations  included  in  the 
income  tax  summary,  the  4,978  manufacturing 
corporations  paid  a Pennsylvania  income  tax  of 
$32.3  million,  or  56.8  percent  of  the  total  Penn- 
sylvania income  taxes  of  $56.9  million  paid  by 
these  corporations.  The  electric  light  and  power 
companies  were  the  next  largest  state  income  tax- 
payers, paying  $6.5  million,  or  11.4  percent  of 
the  total.  Mercantile  companies  paid  $5.0  million, 
which  was  8.8  percent  of  the  total. 

Capital  stock  tax  payments  of  $11.6  million 
were  made  by  4,986  manufacturing  corporations 
out  of  a total  of  21,230  domestic  corporations.  The 
tax  was  41.9  percent  of  the  total  tax  of  $27.7 
million.  Electric  light  and  power  corporations 
paid  the  next  largest  amount,  $3.4  million,  or 
12.3  percent.  Mercantile  companies  paid  $2.7  mil- 
lion, or  9.7  percent. 

Among  the  3,974  foreign  corporations  included 
in  the  corporate  income  tax  summary,  1,170 
manufacturing  corporations  paid  a total  Pennsyl- 
vania tax  of  $23.7  million.  This  was  75.7  per- 
cent of  the  total  state  income  tax  of  $31.3  million 
paid  by  the  group.  Mercantile  companies  paid  the 
next  highest  tax  of  $2.9  million,  which  was  9.1 
percent  of  the  total.  Oil  and  gas  companies  paid 
$1.8  million,  or  5.8  percent. 

Of  the  total  franchise  tax  of  $10.9  million  paid 
by  foreign  corporations,  $6.7  million  were  paid  by 
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CAPITAL  STOCK  TAXES  PAID  BY  FOREIGN  CORPORATIONS, 
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I, 189  manufacturing  corporations,  or  61.6  per- 
cent. Mercantile  companies  paid  $1.3  million,  or 

II. 7  percent.  Oil  and  gas  companies  paid  $982,- 
000,  or  9.0  percent. 

Results  of  Tax  Questionnaire 

In  an  effort  to  ascertain  the  judgment  of  those 
engaged  in  manufacturing  in  Pennsylvania  con- 
cerning the  possible  effects  of  Pennsylvania  state 
and  local  taxes  on  decisions  to  modernize  or 
expand  manufacturing  facilities  in  Pennsylvania, 
a questionnaire  was  sent  by  the  Tax  Study  Com- 
mittee to  manufacturing  corporations  on  the  mail- 
ing list  of  the  State  Department  of  Revenue.  The 
questionnaire,  which  was  mailed  out  in  the 
autumn  of  1952,  dealt  with  the  effects  of  taxes 
in  1952  and  did  not  ask  for  any  judgment  con- 
cerning the  effects  of  accelerating  income  tax  pay- 
ments in  1953. 

Replies  from  1,584  corporations  supplied  an 
interesting  array  of  business  opinion.  The  results 
of  the  questionnaire  are  more  fully  summarized 
in  Appendix  VII.  Of  the  firms  replying,  824  em- 
ployed less  than  100  persons  and  394  employed 
100  or  more.  Some  firms,  a total  of  368,  did  not 
state  how  many  persons  they  employed.  It  is  evi- 
dent, however,  that  the  majority  of  the  firms 
and  probably  the  great  majority,  were  employing 
less  than  100  persons. 

Small  manufacturing  corporations  may  not  be 
fully  familiar  with  state  and  local  taxes  in  the 
different  states.  They  may  have  to  locate  where 
they  can  obtain  capital,  close  to  friendly  markets, 
close  to  skilled  labor,  or  be  otherwise  so  restricted 
in  a choice  of  location  that  they  will  either  locate 
in  Pennsylvania  or  an  adjacent  area  or  not  at  all. 
Other  small  companies  may  have  abundant  funds 
and  may  have  considerable  freedom  of  choice. 
These  firms  may  therefore  study  taxes  and  other 
factors  in  different  states  before  locating,  as  do 
the  larger  interstate  corporations. 

A majority  of  the  firms  replying  to  the  ques- 
tions asked  said  that  Pennsylvania  state  and  local 
taxes  were  not  influencing  their  decisions  in 
1952  to  modernize  or  expand  their  plant  facilities. 
Most  of  the  remaining  firms  declared  that  Penn- 
sylvania taxes  were  a deterrent. 

Of  the  1,409  firms  stating  opinions  as  to  the 
effects  of  the  capital  stock  tax,  5 percent  thought 
the  tax  was  favorable,  57  percent  said  it  was 


not  influencing  their  decisions,  and  38  percent 
stated  that  it  was  a deterrent  to  decisions  to 
modernize  or  expand  manufacturing  facilities  in 
Pennsylvania.  If,  as  suggested  earlier  in  this 
chapter,  there  were  approximately  26,000  firms 
with  taxable  incomes  in  Pennsylvania  in  1952, 
and  38  percent  of  them  found  the  capital  stock 
and  franchise  taxes  unfavorable  to  modernization 
and  expansion,  there  would  be  9,880  corporations 
in  this  category. 

Of  the  370  corporations  with  100  employes  or 
more  registering  a judgment,  42.9  percent  de- 
clared the  capital  stock  and  franchise  taxes  a 
deterrent.  Of  the  759  firms  employing  less  than 
100  persons,  30.6  percent  thought  the  taxes  were 
a deterrent. 

With  respect  to  the  corporate  net  income  tax, 
of  1,328  corporations  replying,  9 percent  said  the 
tax  was  favorable,  65  percent  said  it  was  not 
influencing  their  decisions,  and  26  percent  af- 
firmed it  was  a deterrent  in  1952  to  decisions  to 
modernize  or  expand  manufacturing  facilities  in 
Pennsylvania.  If  this  same  ratio  should  apply  to 
the  26,000  corporations  with  taxable  incomes  in 
Pennsylvania,  there  would  be  6,760  corporations 
finding  the  net  income  tax  a deterrent. 

Concerning  state  and  local  taxation  as  a whole, 
of  the  1,133  corporations  replying,  8 percent  said 
it  was  favorable,  63  percent  said  it  was  not  in- 
fluencing their  decisions,  and  29  percent  declared 
it  was  a deterrent  to  decisions  to  modernize  or 
expand  manufacturing  facilities.  If  this  same  ratio 
of  adverse  effects  should  apply  to  the  26,000  cor- 
porations with  taxable  incomes,  there  would  be 
7,540  corporations  reporting  that  state  and  local 
taxes  as  a whole  were  unfavorable. 

The  replies  to  the  tax  questionnaire  do  not  pro- 
vide a precise  and  complete  basis  for  measuring 
the  comparative  tax  burdens  on  the  manufactur- 
iag  industry  and  other  important  lines  of  business 
in  Pennsylvania  and  other  states  or  the  effects 
of  Pennsylvania  state  and  local  taxes  in  1952  on 
industrial  growth.  They  do,  however,  furnish  food 
for  thought.  How  many  of  these  corporations  may 
have  been  familiar  with  tax  burdens  in  other 
states  is  not  known. 

The  Corporation  Tax  Burden  in  Pennsylvania 
and  Other  Selected  States 

In  order  to  obtain  information  on  the  f re- 
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quently  expressed  opinion  that  Pennsylvania  is 
a “high  corporation  tax  state’’  and  to  compare 
the  corporate  taxes  actually  paid  by  active  in- 
dustrial and  mercantile  corporations  among  im- 
portant business  states,  the  Tax  Study  Committee 
has  assembled  statistical  data  concerning  two 
groups  of  corporations.  The  data  for  both  groups 
of  corporations  shed  light  on  the  view  that  Penn- 
sylvania state  corporate  taxes  are  high  in  com- 
parison with  the  taxes  of  other  states  and  reflect 
the  relatively  heavy  Pennsylvania  state  corpora- 
tion taxes  paid  by  both  groups.  The  data  for  the 
second  group  of  corporations  indicate  in  addition 
the  local  tax  burdens  encountered  by  these  cor- 
porations in  the  various  states. 

If  Pennsylvania  is  to  maintain  a dominant  in- 
dustrial position  in  the  nation,  and  thus  hold  and 
enhance  its  economic  standing,  it  must  continue 
to  expand  and  modernize  its  industry.  To  achieve 
this  result,  the  overall  industrial  climate  in  Penn- 
sylvania must  be  more  favorable  than,  or  at  least 
competitive  with,  the  industrial  climate  in  other 
states  seeking  the  same  objective. 

Many  factors  such  as  availability  of  labor,  raw 
materials  and  supplies,  nearness  of  markets,  and 
the  adequacy  of  transportation  and  utility  serv- 
ices, influence  an  industrial  climate.  If  the  aggre- 
gate of  all  these  factors  is  approximately  equal  in 
the  geographic  region  embracing  Pennsylvania 
and  its  contiguous  states,  the  decision  to  expand 
or  to  locate  new  industries  within  Pennsylvania, 


or  in  its  contiguous  states,  might  well  be  resolved 
by  relative  tax  burdens.  For  this  reason,  the  Tax 
Study  Committee  has  conducted  a series  of 
studies  designed  to  evaluate  relative  tax  burdens 
in  Pennsylvania,  its  contiguous  states,  and  other 
industrially  important  states. 

These  studies  have  some  limitations  but  every 
effort  has  been  made  to  overcome  any  known  dis- 
tortive  differentials  so  as  to  reflect  valid  con- 
clusions. It  is  believed  they  reflect  a fair  and 
reasonable  comparison  of  taxes  in  numerous  lo- 
cations as  a competitive  factor  in  modernizing 
and  expanding  Pennsylvania’s  industrial  economy. 

Study  of  State  Taxes  of  Forty  Pennsylvania 
Corporations 

The  first  study  by  the  Tax  Study  Committee 
in  this  area  was  based  on  an  examination  of  all 
Pennsylvania  state  tax  returns  filed  in  1952  for 
the  year  1951  by  forty  small  corporations,  sub- 
stantially the  entire  assets  and  operations  of 
which  were  located  and  conducted  in  Pennsyl- 
vania. To  illustrate  the  diversification  of  these 
companies,  the  following  classes  of  business  were 
represented : commercial  printing,  advertising 
agency,  light  manufacturing,  small  loans  financing, 
meat  packing,  fabric  processing,  lumber  mill- 
working and  building  materials,  real  estate 
ownership  and  rental,  contract  painting,  retailing, 
and  wholesaling. 
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CHART  22 


The  financial  structure  and  position  of  these 


companies  varied 

(with  minor 

exceptions)  as 

follows : 

Low 

High 

Capital  Stock 

$ 5,000 

$ 500,000 

Net  Worth 

16,000 

1.000,000 

Gross  Assets 

75,000 

2,300,000 

Gross  Receipts 

100,000 

4,000.000 

Net  Income 

5,000 

225,000 

In  order  to  compare  the  impact  of  Pennsylvania 
corporation  taxes  on  these  companies  with  the 
impact  of  state  taxes  imposed  on  corporations  in 
certain  contiguous  and  other  industrially  im- 
portant states,  the  total  assets  and  operations  of 
each  of  the  companies  were  theoretically  trans- 
planted into  each  of  the  other  states.  The  state 
taxes  imposed  on  such  corporations  in  the  several 
states  were  then  determined.  Table  77  discloses 
the  combined  state  tax  cost,  expressed  in  dollars : 


Table  77 

STATE  TAXES  PAYABLE  FOR  1951  BY 
40  CORPORATIONS 


Pennsylvania  and 

Total  for  all 

Rank  of 

Contiguous  States 

Companies 

States 

Pennsylvania  

. . . $289,595 

1 

New  York  

...  221.582 

2 

Maryland  

. . . 185,329 

3 

Ohio  

16,383 

4 

New  Jersey  

12,894 

5 

Pennsylvania  and 

States  Not 

Total  for  all 

Rank  of 

Contiguous 

Companies 

States 

Massachusetts  

...  $384,521 

1 

Pennsylvania  

...  289,595 

2 

California  

. . . 172,405 

3 

Connecticut  

...  130,167 

4 

Michigan  

...  71,152 

5 

Assuming  the  1952  or  1953  combined  net  in- 
come for  these  forty  companies  to  be  the  same  as 
their  combined  net  income  for  1951,  the  total 
state  taxes  in  Pennsylvania  payable  in  1953  would 
increase  to  $397,526  after  giving  effect  to  ac- 
celeration of  payment  of  corporate  net  income 
taxes,  thus  ranking  Pennsylvania  in  both  tables 
as  number  one. 

This  survey  of  the  forty  small  corporations 


covers  state  taxes  only.  Local  taxes  differ  widely, 
but  this  situation  is  not  peculiar  to  Pennsylvania. 
All  states  have  a wide  variance  in  local  taxes  de- 
pending upon  the  location  within  the  state.  The 
combined  local  and  state  tax  burden  in  Pennsyl- 
vania is  not  relatively  so  high  as  indicated  by  a 
comparison  of  state  taxes  only.  Therefore,  in  the 
following  survey  of  fifty-four  corporations,  the 
Tax  Study  Committee  has  endeavored  to  show 
the  combined  tax  burden  at  both  the  state  and 
local  levels. 

Studies  of  Fifty-Four  Corporations 

The  study  of  the  forty  small  corporations  is 
illustrative  of  the  burden  of  state  corporate  taxes 
in  Pennsylvania  upon  intrastate  business  as  re- 
lated to  comparable  burdens  in  other  states  com- 
peting, in  varying  degrees,  with  Pennsylvania  for 
industrial  and  commercial  growth.  However,  it  is 
also  important  to  survey  the  tax  cost  of  cor- 
porations engaging  heavily  in  interstate  opera- 
tions and  the  Tax  Study  Committee  has  made 
additional  studies  to  determine  such  effects. 

These  additional  studies  were  made  from  the 
actual  tax  experience  of  fifty-four  corporations 
having  substantial  properties  and  operations  in 
Pennsylvania  and  properties  and  comparable 
operations  in  some  of  the  other  selected  states. 

Included  in  the  fifty-four  corporations  are  light 
and  heavy  manufacturers  and  processors,  as  well 
as  wholesale  and  retail  distributing  businesses.  In 
the  states  considered,  these  corporations  had,  in 
1951,  a combined  net  investment  in  real  and 
tangible  personal  property  of  $4,874,251,851, 
ranging  in  size  by  state  from  $1 ,383,632,656  in 
Pennsylvania  down  to  $55,937,821  in  Connecti- 
cut. In  determining  net  investment,  facilities  certi- 
fied for  rapid  amortization  under  Section  124  of 
the  Internal  Revenue  Code  and  fully  charged  off 
the  books  have  been  restored  in  accordance  with 
the  following  percentages  of  original  cost : Land 
— 100%;  Buildings — 6673%;  Machinery,  tools 
and  fixtures — 40%. 

For  operations  during  the  year  1951,  in  the 
states  considered,  these  companies  paid  a total  of 
$129,583,164  in  state  and  local  taxes  (excluding 
unemployment  compensation  taxes,  sales  and  use 
taxes  for  which  the  companies  acted  only  as  the 
media  of  collection,  sewer  and  water  rental  taxes, 
and  taxes  paid  on  leased  premises). 
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CHART  23 


ANALYSIS  X TAXES  PAID  by  fifty-four  corporations 


RATIO  OF  ACTUAL  TAXES  TO  NET  INVESTMENT , IN  1951 

STATE  TAXES  ONLY 


PERCENT 


CONTIGUOUS  STATES 


- /- 


PENNA. 


PERCENT 


—s 


AFTER 

ACCELERATION 
IN  1933 


N.Y. 


W.  VA. 


N.J. 


MO. 


OHIO 


DEL. 


PENNA. 


NON- CONTIGUOUS  STATES 


-3 


-2 


AFTER 

ACCELERATION 


WIS.  MASS.  VA.  CALIF.  PENNA  MICH.  CONN.  N.C.  I NO.  ILL. 


PENNA. 


Table  78 

ANALYSIS  NO.  I— FIFTY-FOUR  CORPORATIONS 
Total  State  and  Local  Taxes  for  1951  as  Percentages  of  Total  Net  Investment 


Pennsylvania  and  Contiguous  States 


No.  of 

Local 

State 

State  and 

Percent  of 

State 

Companies 

Taxes 

Taxes 

Local  Taxes 

Pennsylvania 

Pennsylvania  

54 

1.06% 

2.26% 

3.32% 

100% 

New  York  

28 

1.20 

2.06 

3.26 

98 

West  Virginia  

17 

0.59 

1.35 

1.94 

58 

New  Jersey  

26 

1.73 

0.15 

1.88 

57 

Maryland  

18 

0.68 

1.04 

1.72 

52 

Ohio 

37 

1.13 

0.14 

1.27 

38 

Delaware  

11 

0.45 

0.08 

0.53 

16 

Pennsylvania  and 

States  Not  Contiguous 

No.  of 

Local 

State 

State  and 

Percent  of 

State 

Companies 

Taxes 

Taxes 

Local  Taxes 

Pennsylvania 

Wisconsin  

16 

2.44% 

2.21% 

4.65% 

140% 

Massachusetts  

24 

1.41 

2.47 

3.88 

117 

Virginia  

15 

0.71 

2.97 

3.68 

111 

California  

23 

2.06 

1.43 

3.48 

105 

Pennsylvania  

54 

1.06 

2.26 

3.32 

100 

Michigan  

22 

2.77 

0.39 

3.16 

95 

Connecticut  

17 

1.47 

0.95 

2.42 

73 

North  Carolina 

9 

0.75 

1.42 

2.17 

65 

Indiana  

27 

1.31 

0.51 

1.82 

55 

Illinois  

27 

1.72 

0.08 

1.80 

54 

The  study  of  these  companies  is  believed  to  be 
one  of  the  most  comprehensive  factual  surveys 
thus  far  undertaken  to  determine  the  relative  im- 
pact of  combined  state  and  local  taxes.  However, 
the  data  used  for  the  states  of  Virginia,  Delaware, 
and  North  Carolina  may  not  be  sufficiently  repre- 
sentative, due  to  the  limited  number  of  companies 
and  lack  of  proper  industry  diversification  in  these 
states.  Furthermore,  automobile  manufacturers 
are  not  included  among  the  companies  reporting 
for  the  State  of  Michigan,  a fact  which  may 
affect  the  results  indicated  in  this  study  with 
respect  to  that  state.  Otherwise,  the  factual  data 
for  all  other  states  appear  to  be  fairly  representa- 
tive of  the  taxes  actually  paid  by  mercantile  and 
industrial  corporations. 

The  first  of  these  studies  determined  the  ratio 
of  actual  taxes,  (with  exclusions  noted  above)  of 
all  companies  operating  in  the  listed  states,  to 
net  investments  (adjusted  as  noted  above)  in  the 
respective  states. 


Assuming  the  1952  or  1953  combined  net  in- 
come for  these  fifty-four  companies  is  the  same 
as  their  combined  net  income  for  1951,  and 
local  taxes  remain  constant,  the  ratios  in  Penn- 
sylvania for  1953,  after  giving  effect  to  accelera- 
tion of  payment  of  corporate  net  income  taxes, 
will  be : 

Local  Taxes  State  Taxes  State  & Local  Taxes 
1.06%  3.05%  4.11% 

Thus,  in  1953,  Pennsylvania  would  rank  second 
among  the  selected  states. 

By  individual  company  in  each  state,  the  in- 
vestments vary  from  a few  hundred  thousand  dol~ 
lares  to  many  millions  of  dollars.  Thus,  in  some 
of  the  states  having  fewer  companies  represented, 
the  ratio  of  one  large  company  could  unduly  in- 
fluence the  overall  ratios  indicated  in  Analysis 
No.  I. 

In  an  effort  to  overcome  this  possible  distor- 
tion, the  Tax  Study  Committee  made  further 
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CHART  24 


ANALYSIS  IT  taxes  paid  by  fifty-four  corporations 

TOTAL  STATE  AND  LOCAL  TAXES  >15  PERCENTAGES  OF 

TOTAL  NET  INVESTMENT,  IN  1951 

USING  MEDIAN  COM  PA  NX  FOR  STATE  & LOCAL  TAXES 

IN  EACH  STATE 


CONTIGUOUS  STATES 


PERCENT 


PENN  A.  N.Y.  MD.  WA /A.  N.J.  OHIO  DEL.  PENNA. 

NON-CONT/GUOUS  STATES 


PERCENT 
— 5 


— 3 


AFTER 
ACCELERATE 


W!S.  MASS.  PENNA.  CAL/F.  N.C.  VA.  MICH.  CONN.  I NO.  ILL.  PENNA. 


Table  79 

ANALYSIS  NO.  II— FIFTY-FOUR  CORPORATIONS 
Total  State  and  Local  Taxes  for  1951  as  Percentages  of  Total  Net  Investment 
Using  Median  Company  for  State  and  Local  Taxes  in  Each  State 


Pennsylvania  and  Contiguous  States 


Local  State  State  and  Percent  of 

State  Taxes  Taxes  Local  Taxes  Pennsylvania 


Pennsylvania 1.24%  2.31%  3.55%  100% 

New  York  1.22  2.27  3.49  98 

Maryland  1.55  1.11  2.66  75 

West  Virginia  0.71  1.83  2.54  72 

New  Jersey  1.56  0.13  1.69  48 

Ohio  1.30  0.05  1.35  38 

Delaware  0.10  0.44  0.54  15 

Pennsylvania  and  States  Not  Contiguous 

Local  State  State  and  Percent  of 

State  Taxes  Taxes  Local  Taxes  Pennsylvania 


Wisconsin  2.74%  1.54%  4.28%  121% 

Massachusetts  1.52  2.04  3.56  100 

Pennsylvania 1.24  2.31  3.55  100 

California  1.84  1.58  3.42  96 

North  Carolina  1.12  2.09  3.21  90 

Virginia  1.61  1.54  3.15  89 

Michigan  2.10  0.28  2.38  67 

Connecticut  1.22  1.00  2.22  63 

Indiana  1.67  0.45  2.12  60 

Illinois  1.38  0.09  1.47  41 


analyses.  In  one,  it  utilized  the  ratio  for  the 
median  company  within  each  state  as  representa- 
tive of  the  average  tax  burden  for  that  state.  In 
another  analysis,  one-fourth  of  the  companies 
having  the  highest  ratio  within  a state  and  one- 
fourth  of  the  companies  having  the  lowest  ratio 
within  that  state  were  eliminated,  and  the  re- 
maining one-half  were  averaged  in  order  to  indi- 
cate an  average  tax  cost  for  the  state.  The  results 
of  these  studies  are  shown  in  Tables  79  and  80. 

Assuming  the  1952  or  1953  net  income  for  the 
median  company  is  the  same  as  its  net  income 
for  1951,  and  local  taxes  remain  constant,  the 
ratios  in  Pennsylvania  for  1953,  after  giving 
effect  to  acceleration  of  payment  of  corporate  net 
income  taxes  would  be : 

Local  Taxes  State  Taxes  State  & Local  Taxes 
1.24%  3.12%  4.36% 

Thus  in  1953,  Pennsylvania  would  rank  first 
among  the  selected  states. 


Assuming  the  1952  or  1953  combined  net  in- 
come for  companies  in  the  middle  quartiles  is  the 
same  as  their  combined  net  income  for  1951,  and 
local  taxes  remain  constant,  then  average  ratios 
in  Pennsylvania  for  1953,  after  giving  effect  to 
acceleration  of  payment  of  corporate  net  income 
taxes  would  be : 

Local  Taxes  State  Taxes  State  & Local  Taxes 
0.77%  3.68%  4.45% 

Again,  in  1953,  Pennsylvania  would  rank  first 
among  the  selected  states. 

General  Observations 

The  foregoing  analyses  of  combined  state  and 
local  taxes  of  the  corporations  studied  show  that 
Pennsylvania  stands  at  or  near  the  top  among  the 
states  whose  taxes  were  compared.  Therefore, 
these  analyses  lend  support  to  the  opinion  fre- 
quently expressed,  that  Pennsylvania  is  a “high 
corporation  tax  State,”  notwithstanding  the  fact- 
that  local  taxes  in  some  areas  are  relatively  low. 
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CHART  25 


ANALYSIS  nr  TAXES  PAID  BY  FIFTY-FOUR  corporations 

TOTAL  STATE  AND  LOCAL  TAXES  AS  PERCENTAGES  OF 

TOTAL  NET  INVESTMENT,  IN  1951 

USING  AVERAGE  RATIOS  OF  THE  TWO  MIDDLE  QUARTERS 

FOR  STATE  AND  LOCAL  TAXES  IN  EACH  STATE 


CONTIGUOUS  STATES 

PERCENT 


PENNA.  N.V  W.VA.  MO.  N.J.  OHIO  DEL.  PENNA. 


NON-CONT/GUOUS  STATES 

PERCENT 


WIS.  MASS.  PENNA.  CALIF.  VA.  N.C.  CONN.  MICH.  I NO.  ILL.  PENNA. 


Table  80 

ANALYSIS  NO.  Ill— FIFTY-FOUR  CORPORATIONS 
Total  State  and  Local  Taxes  for  1951  as  Percentages  of  Total  Net  Investment 


Using  Average  Ratios 

of  the  Two  Middle  Quarters.* 

For  State  and 

Local  Taxes 

in  Each  State 

Pennsylvania  and  Contiguous  States 

Local 

State 

State  and 

Percent  of 

State 

Taxes 

Taxes 

Local  Taxes 

Pennsylvania 

Pennsylvania 

0.77% 

2.73% 

3.50% 

100% 

New  York  

1.12 

2.34 

3.46 

99 

West  Virginia  

1.48 

1.23 

2.71 

77 

Maryland 

1.15 

1.45 

2.60 

74 

New  Jersey  

1.74 

0.16 

1.90 

54 

Ohio  

1.13 

0.24 

1.37 

39 

Delaware 

0.37 

0.20 

0.57 

16 

Pennsylvania  and  States  Not  Contiguous 

Local 

State 

State  and 

Percent  of 

State 

Taxes 

Taxes 

Local  Taxes 

Pennsylvania 

Wisconsin  

2.30% 

2.04% 

4.34% 

124% 

Massachusetts  

1.58 

2.70 

4.28 

122 

Pennsylvania  ......... 

0.77 

2.73 

3.50 

100 

California  

2.11 

1.35 

3.46 

99 

Virginia  

1.18 

2.12 

3.30 

94 

North  Carolina 

0.92 

2.21 

3.13 

89 

Connecticut  

1.52 

0.83 

2.35 

67 

Michigan  

1.85 

0.45 

2.30 

66 

Indiana  

1.18 

0.97 

2.15 

61 

Illinois  

1.26 

0.30 

1.56 

45 

* In  the  quartile  method  of  analysis,  the  extremes,  namely  that  one-fourth  of  the  companies  having  the 
highest  ratios  and  that  one-fourth  having  the  lowest  ratios,  were  eliminated. 


Summary 

In  an  effort  to  ascertain  the  judgment  of  those 
engaged  in  manufacturing  in  Pennsylvania,  the 
Tax  Study  Committee  sent  out  a questionnaire  in 
the  autumn  of  1952  inquiring  of  manufacturing 
corporations  if  Pennsylvania  state  and  local  taxes 
were  influencing  decisions  to  modernize  or  expand 
manufacturing  facilities  in  the  state.  A majority 
of  those  replying  said  that  1952  taxes  were  not 
influencing  their  decisions.  However,  most  of  the 
remaining  firms  declared  that  Pennsylvania  state 
and  local  taxes  were  adversely  affecting  decisions 
to  modernize  or  expand  manufacturing  facilities 
in  Pennsylvania.  If  a similar  percentage  of  all 
manufacturing  firms  in  Pennsylvania  are  of  the 
same  opinion,  thousands  of  corporations  operating 
in  the  state  consider  state  and  local  taxes  to  be 
unfavorable  to  industrial  growth. 


In  seeking  a comparison  of  the  state  and  local 
taxes  imposed  upon  corporations  operating  in  the 
leading  commercial  and  industrial  states,  the  Tax 
Study  Committee  compared  the  taxes  of  two 
groups  of  industrial  and  mercantile  corporations 
in  Pennsylvania  and  other  states.  The  studies 
support  several  important  conclusions. 

1.  Present  corporate  taxes  in  Pennsylvania  at 
the  state  level,  as  compared  with  taxes  in  other 
states,  do  not  contribute  toward  producing  a 
favorable  industrial  climate. 

2.  An  analysis  of  the  actual  taxes  paid  by  54 
corporations  substantially  engaged  in  interstate 
commerce  shows  that  even  when  the  local  taxes 
paid  by  these  corporations  were  considered,  the 
ratio  of  total  taxes  to  net  investment  in  Pennsyl- 
vania in  1951  was  higher  than  the  ratio  of  total 
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taxes  to  net  investment  in  contiguous  states  and 
was  surpassed  in  only  a few  of  the  other  im- 
portant industrial  states  studied. 

3.  The  analysis  of  the  combined  state  and  local 
tax  liabilities  of  these  54  corporations,  after  allow- 
ing for  the  acceleration  of  corporate  income  tax 
payments  in  1953  only,  shows  that  the  ratio  of 
total  state  and  local  taxes  to  net  investment  in 


1953  is  higher  in  Pennsylvania  than  in  any  other 
important  industrial  state  studied,  except  possibly 
in  Wisconsin. 

4.  As  a result  of  the  acceleration  of  corporate 
net  income  tax  payments  for  one  year,  i.  e.,  1953, 
the  general  state  corporation  taxes  payable  in 
Pennsylvania  in  1953  are  higher  than  the  similar 
taxes  in  any  other  state. 
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CHAPTER  VIII 

THE  SPECIAL  BUSINESS  TAXES 


THE  general  corporate  net  income  and  capital 
stock  taxes  in  Pennsylvania  are  supple- 
mented by  a number  of  special  taxes  on 
particular  industries.  These  are  the  utilities,  banks, 
insurance  companies,  and  agricultural  cooperative 
associations.  The  special  taxes  imposed  are  related 
to  the  peculiar  character  of  the  types  of  business 
taxed  and  their  particular  problems. 

Much  may  be  said  in  theory  for  the  uniform 
and  equal  taxation  of  all  industries,  ( 1 ) to  the 
extent  that  taxes  must  be  levied  upon  business 
organizations  or  business  activities  as  such,  or 
(2)  that  taxes  must  be  collected  from  business 
along  with  individual  owners  of  property,  pur- 
chasers of  taxed  commodities,  and  other  classes  of 
taxpayers.  In  practice,  however,  the  states  do  not 
tax  corporate  and  noncorporate  forms  of  business 
organization  alike,  nor  do  they  tax  all  industries 
in  the  same  manner. 

Uniformity  and  equality  in  the  imposition  of 
taxes  on  business  and  in  taxes  collected  from  busi- 
ness would  be  accomplished,  it  may  be  argued,  by 
taxing  all  forms  of  business  organizations,  all  in- 
dustries, and  all  firms  in  such  a manner  that  their 
relative  economic  positions  would  be  the  same 
after  taxes  as  they  were  before.  In  that  sense, 
taxes  would  be  neutral  and  nondiscriminatory. 

The  same  tax  may  affect  different  industries 
as  well  as  different  firms  with  varying  effects, 
however,  whether  the  tax  be  levied  upon  gross  or 
net  income,  sales,  capital  stock,  real  property,  or 
some  other  base.  Inequalities  in  economic  effects 
will  arise  because  the  relationships  of  investments, 
receipts,  and  net  income  vary  substantially  both 


among  industries  and  among  firms  engaged  in 
the  same  type  of  business.  Management,  location 
advantages,  markets,  and  many  other  factors  affect 
the  relative  success  of  different  enterprises. 

The  diversity  of  business  taxes  imposed  by  the 
states  no  doubt  reflects  differences  of  opinion  over 
the  appropriate  methods  of  taxation  as  well  as  the 
peculiar  nature  of  the  various  industries,  his- 
torical developments,  legal  complications,  and  local 
conditions.  Certain  it  is  that  a uniform  and  equal 
system  of  business  taxation  has  not  been  developed 
in  any  of  the  states. 

It  has  not  been  possible  for  the  Tax  Study 
Committee,  because  of  the  many  complications 
involved  and  in  view  of  the  limited  time  and  facil- 
ities available,  to  conduct  an  intensive  and  exten- 
sive analysis  of  the  tax  burdens  on  different  in- 
dustries in  Pennsylvania,  to  compare  those  tax 
burdens  with  those  of  similar  industries  in  other 
states,  and  to  develop  more  appropriate  methods 
of  taxation.  In  this  study  it  is  only  possible  to  note 
the  types  of  special  business  taxes  imposed  by  the 
Commonwealth  and  other  leading  states,  the  rates 
imposed,  the  revenues  realized,  and  certain  of  the 
problems  confronted  in  such  taxation.  The  rev- 
enues derived  from  the  major  special  business 
taxes  in  Pennsylvania  and  their  relationship  to 
total  General  Fund  revenues  are  shown  in  Tables 
81,  82,  and  83. 

The  Utility  Taxes 

A major  special  business  tax  in  Pennsylvania 
is  that  levied  upon  the  intrastate  gross  receipts  of 
various  utilities,  including  transportation  and 
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PENNSYLVANIA 
TAX  REVENUES 
FISCAL  YEARS  1940-1952 


AMOUNTS  IN  THOUSANDS  OF  DOLLARS 
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Table  81 

ANNUAL  REVENUES 
From  Principal  Pennsylvania  Business  Taxes 
Fiscal  Years  1940-1952 
(In  thousands) 


Fiscal 

Year 


Corporate 
Net  Income 
Tax* 


Domestic 
Capital 
Stock  Tax 


Foreign 
Capital 
Stock  Tax 
(Franchise) 


Gross 
Receipts 
Tax  on 
Public 
Utilities 


Premiums 
Tax  on 
Insurance 
Cos. 


Shares 
Tax  on 
Banks  and 
Trust  Cos. 


1940  

$23,647 

$21,034 

$ 6.837 

$ 7,777 

$ 6,792 

$ 6,319 

1941  

29,697 

21,997 

7,106 

8,282 

6,151 

6,392 

1942  

39,919 

23,603 

11,049 

9,476 

8,424 

7,094 

1943  

50,702 

25,833 

10.303 

9,823 

7,617 

7,234 

1944  

66,317 

24,419 

10,021 

10,293 

8,177 

3,605 

1945  

63.181 

23,695 

9,844 

7,301 

8,363 

2,404 

1946  

42,940 

22,584 

9,143 

7,206 

9,2% 

3,169 

1947  

50,661 

22,355 

8,837 

7,132 

9,450 

4,733 

1948  

73,424 

28,586 

10.325 

8,601 

10,450 

3,439 

1949  

79,570 

34,643 

13,827 

9,858 

9,746 

4.209 

1950  

63,968 

35,663 

14,682 

9,806 

13,253 

5,193 

1951  

91,178 

38,161 

15,593 

11,024 

8,197 

6,399 

1952  

127,684 

40,441 

17,104 

14,066 

13,747 

4,154 

Source : State  Budget  Bureau. 
♦Includes  Penalties  and  Interest. 


Table  82 


ANNUAL  REVENUES 
From  Principal  Pennsylvania  Business  Taxes 
Fiscal  Years  1940-1952 


Percent  Increase  or  Decrease  ( — ) over  1940 


Fiscal 

Year 

Corporate 
Net  Income 
Tax 

Domestic 
Capital 
Stock  Tax 

Foreign 
Capital 
Stock  Tax 
(Franchise) 

Gross  Receipts 
Tax  on 

Public  Utilities 

Premium  Tax 
on  Insur- 
ance Cos. 

Shares 
Tax  on 
Banks  and 
Trust  Cos. 

1940  .... 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

0.0% 

1941  .... 

25.6 

4.6 

3.9 

6.5 

—9.4 

1.2 

1942  .... 

68.8 

12. 2 

61.6 

21.8 

24.0 

12.3 

1943  .... 

114.4 

22.8 

50.7 

26.3 

12.1 

14.5 

1944  .... 

180.4 

16.1 

46.6 

32.3 

20.4 

— 42.9 

1945  .... 

167.2 

12.6 

44.0 

—6.1 

23.1 

—62.0 

1946  .... 

181.6 

7.4 

33.7 

—7.3 

36.9 

—49.8 

1947  .... 

114.2 

6.3 

29.3 

—8.3 

39.1 

—25.1 

1948  .... 

210.5 

35.9 

51.0 

10.6 

53.9 

- — 45.6 

1949  .... 

236.5 

64.7 

102.2 

26.8 

43.5 

—33.4 

1950  .... 

170.5 

69.5 

114.7 

26.1 

95.1 

—17.8 

1951  .... 

285.6 

81.4 

128.1 

41.7 

20.7 

1.3 

1952  .... 

440.0 

92.3 

150.2 

80.9 

102.4 

—34.3 

Source 


State  Budget  Bureau. 
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Table  83 

ANNUAL  REVENUES 
From  Principal  Pennsylvania  Business  Taxes 
Fiscal  Years  1940-1952 
Percent  of  Total  General  Fund  Revenues 


Fiscal 

Year 

Corporate 
Net  Income 
Tax 

Domestic 
Capital 
Stock  Tax 

Foreign 
Capital 
Stock  Tax 

Gross  Receipts 
Tax  on 

Public  Utilities 

Premium  Tax 
on  Insur- 
ance Cos. 

Shares 
Tax  on 
Banks  and 
Trust  Cos. 

1940  .... 

12.5% 

11.1% 

3.6% 

4.1% 

3.6% 

3.3% 

1941  .... 

15.3 

11.3 

3.7 

4.3 

3.2 

3.3 

1942  .... 

18.3 

10.8 

5.1 

4.4 

3.9 

3.3 

1943  .... 

22.0 

11.2 

4.5 

4.3 

3.3 

3.1 

1944  .... 

29.1 

10.7 

4.4 

4.5 

3.6 

1.6 

1945  .... 

28.3 

10.6 

4.4 

3.3 

3.7 

1.1 

1946  .... 

21.4 

11.3 

4.6 

3.6 

4.6 

1.6 

1947  .... 

21.8 

9.6 

3.8 

3.1 

4.1 

2.0 

1948  .... 

23.7 

9.2 

3.3 

2.8 

3.4 

1.1 

1949  .... 

23.6 

10.3 

4.1 

2.9 

2.9 

1.2 

1950  .... 

19.5 

10.9 

4.5 

3.0 

4.0 

1.6 

1951  .... 

25.3 

10.6 

4.3 

3.1 

2.3 

1.8 

1952  .... 

31.3 

9.9 

4.2 

3.4 

3.4 

1.0 

Source : State  Budget  Bureau. 


communication  services  and  electric  energy.  The 
tax  does  not  apply  to  the  natural  and  artificial 
gas  industries  or  gas  pipelines  but  it  does  apply 
to  oil  pipelines.  The  present  basic  tax  rate  is 
now  8 mills,  or,  in  efifect,  0.8  percent.  An  ad- 
ditional emergency  tax  rate  of  6 to  12  mills  has 
been  in  effect  for  a number  of  years.  The  most 
recent  6 mills  emergency  tax  expired  December 
31,  1952.  Table  84  lists  the  rates  of  gross  receipts 
and  other  special  utility  taxes  in  selected  states. 

The  state  gross  receipts  tax  in  Pennsylvania 
has  been  developed  as  a substitute  for  local  prop- 
erty taxes  on  the  operating  property  of  utilities. 
It  obviates  the  complications  of  valuing  operating 
property  by  numerous  local  jurisdictions  in  which 
only  a fraction  of  the  operating  property  may  be 
located.  By  this  method  local  governments  are 
deprived  of  a part  of  the  real  estate  tax  base 
and  the  pressure  for  state  aid  may  be  somewhat 
greater  as  a consequence.  It  is  not  known  what 
property  taxes  would  be  paid  by  utilities  if  they 
were  taxed  locally  and  how  their  property  tax 


burden  would  compare  with  that  of  other  in- 
dustries. The  further  question  arises,  as  in  all 
special  industry  taxation,  if  one  industry  is  taxed 
differently  from  another  at  the  state  or  local 
level,  are  the  tax  burdens  being  fairly  distributed 
over  the  various  types  of  business  activity?  On 
the  other  hand,  as  previously  mentioned,  a uni- 
form tax  on  all  industries  might  have  quite  un- 
equal effects  upon  sales,  profits,  and  investments. 

In  addition  to  the  tax  on  gross  receipts,  Penn- 
sylvania utilities  are  liable  for  both  the  corporate 
net  income  and  capital  stock  taxes,  as  are  cor- 
porations generally.  In  New  York  utilities  are 
exempt  from  the  corporate  net  income  and  alter- 
native taxes  and  are  taxed  instead  on  their  prop- 
erty and  gross  income.  In  Massachusetts  they  are 
exempt  from  the  corporate  net  income  tax  and 
do  not  pay  a gross  receipts  tax  but  they  do  pay 
taxes  on  their  capital  and  other  property.  Utility 
taxes  in  New  Jersey  concentrate  on  property  and 
gross  receipts.  The  features  of  utility  taxation 
vary  considerably  from  state  to  state. 
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The  receipts  from  the  special  utility  taxes  in 
the  group  of  15  selected  states  are  shown  in 
Table  85.  As  previously  mentioned,  the  collections 
from  these  taxes  do  not  include  the  revenues  from 
the  corporate  net  income  and  capital  stock  taxes 
in  Pennsylvania  and  the  general  corporation  taxes 
in  other  states.  The  data  also  do  not  reveal  any 
local  taxes  which  may  be  paid.  The  gross  receipts 
tax  had  a yield  of  $14.0  million  in  Pennsylvania 
in  the  fiscal  year  1952. 

The  utility  gross  receipts  tax  rate  has  been 
related  to  the  needs  of  consumers  and  industry 
for  economical  electricity  and  other  utility  services 
and  the  need  for  adequate  utility  earnings.  Since 
the  rates  of  the  utilities  are  regulated,  the  taxes 
paid  are  presumably  reflected  in  those  rates,  in 


the  long  run  if  not  immediately.  Lower  taxes 
should  then  mean  rates  lower  than  they  would 
otherwise  be. 

It  may  be  argued  that  utility  services  are  not 
taxed  so  heavily  as  the  products  of  manufactur- 
ing and  the  services  of  other  industries  and  that 
a 14  mill  tax  is  a comparatively  moderate  one. 
Utilities  in  Pennsylvania  may,  however,  pay  sub- 
stantial capital  stock  and  income  taxes,  the  latter 
depending  directly  on  their  earnings.  In  the  pro- 
posed budget  for  the  1953-1955  biennium,  the 
revenues  from  a 14  mill  gross  receipts  tax  in- 
cluding an  8 mill  tax  on  motor  transportation  are 
estimated  at  $29.5  million. 

The  gross  receipts  from  the  sale  of  natural  and 
artificial  gas  are  exempt  from  the  utility  tax.  A 


Table  85 

SPECIAL  STATE  PUBLIC  UTILITIES  TAX  COLLECTIONS 

In  Thousands — Fiscal  Years 


Excluding  General  Corporation  Taxes 


State 

1941  (a) 

1945  (b) 

1951  (b) 

1952  (b,  c) 

United  States,  Total 

$ 90,247 

$128,564 

$199,472 

$228,151 

California  

3,130 

7,020 

11,562 

12,524 

Connecticut  

2,732 

5,104 

5,378 

5,705 

Illinois  

Indiana  (d)  

11,743 

15,066 

25,704 

27,425 

Maryland  

Massachusetts  (e)  

3,169 

3,691 

4,862 

Michigan  (e)  

New  Jersey  (f)  

16 

New  York  

22,234 

25,527 

38,100 

42,200 

North  Carolina  

3,118 

4,368 

11,408 

12,288 

Ohio  

9,846 

13,680 

19,105 

23,250 

Pennsylvania  

8,282 

7,302 

11,024 

14,066 

Virginia  

West  Virginia  (g)  

3,801 

7,129 

10,432 

11,442 

Wisconsin 

808 

2,337 

2,815 

5,454 

Source : U.  S.  Bureau  of  the  Census. 


(a)  Data  are  for  fiscal  years.  Data  are  only  roughly  comparable  with  collections  in  later  years  because 
of  revisions  in  reporting  by  the  Department  of  Commerce.  Include  all  local  shares  of  state-imposed 
taxes. 

(b)  Data  are  for  Fiscal  years  ended  in  12-month  period  ending  June  30.  Include  only  those  local 
shares  of  state-imposed  taxes  which  are  not  locally  collected  and  retained. 

(c)  Preliminary. 

(d)  Utilities  subject  to  general  property  taxes  only. 

(e)  Special  taxes  on  gross  income  of  selected  utilities  are  classified  as  business  occupation  taxes  and 
listed  by  the  U.  S.  Bureau  of  the  Census  under  general  sales  and  gross  receipts.  Utilities  are  also  subject 
to  state  capital  stock  and  intangible  property  taxes  and  local  property  taxes. 

(f)  Certain  public  utility  franchise  taxes  and  gross  receipts  taxes  are  levied  by  the  state  but  are  for 
local  use  and  not  shown  here. 

(g)  Utilities  pay  capital  stock  and  local  property  taxes  only. 
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tax  on  them  at  a 14  mill  rate  would  raise  an  annual 
revenue  of  approximately  $2.6  million,  or  $5.2 
million  in  a biennium.  A consideration  here  is 
the  comparative  treatment  of  gas,  fuel  oil,  and 
coal.  Should  all  fuels  be  taxed,  or  should  they  be 
exempt  ? 

Both  gas  and  oil  pipelines  are  subject  to  utility 
taxes  in  a number  of  states.  The  tax  rates  on 
intrastate  gross  receipts  in  1952  were  0.8  per- 
cent in  New  Jersey,  2 percent  in  New  York,  5 
percent  in  Ohio,  and  3.5  percent  in  West  Virginia. 
In  Pennsylvania  neither  the  transportation  nor 
sale  of  gas  is  taxed. 

The  Bank  Taxes 

The  taxation  of  banks  has  encountered  peculiar 
legal  and  other  problems.  Some  banks  are 
chartered  by  the  state  governments,  some  by  the 
national  government.  The  states  are  prevented  by 
Congress  from  taxing  the  national  banks  more 
heavily  than  the  state  banks  or  competing  moneyed 
capital.  Aside  from  taxes  on  real  estate,  which 
apply  locally  to  property  owned  by  national  as 
well  as  by  state  banks.  Congress  has  specified  the 
alternative  types  of  taxes,  only  one  of  which  a 
state  may  employ,  in  taxing  national  banks.  These 
are  the  taxation  of  : 

1 — Bank  shares,  or 


2 —  Net  income,  or 

3 —  Franchises  measured  by  net  income,  or 

4 —  Dividends  with  a personal  income  tax 

The  nature  of  the  special  taxes  on  national 

banks  is  indicated  in  Table  86.  The  tax  rate  ap- 
plied to  national  banks  with  one  of  these  methods 
of  taxation  must  not  exceed  that  applied  to 
other  taxpayers.  The  states  therefore  tend  to  tax 
state  banks  in  the  same  manner  as  the  national, 
but  they  may  impose  supplementary  taxes  upon 
state  banks.  The  peculiar  bank  tax  problem  has 
been  met  in  Pennsylvania  by  taxing  bank  shares  at 
a 4 mill  rate.  This  is  the  same  rate  which  is  levied 
by  the  state  on  personal  property  for  the  benefit 
of  the  counties,  which  administer  the  personal 
property  tax.  The  state,  however,  administers  the 
bank  share  tax. 

In  Pennsylvania  the  banks  do  not  pay  either  the 
corporate  net  income  tax  or  the  5 mill  capital 
stock  tax.  The  revenue  collected  from  the  bank 
shares  tax  amounted  to  approximately  $4.1  mil- 
lion in  the  fiscal  year  1952. 

The  states  generally  do  not  obtain  a great 
amount  of  revenue  from  their  specific  bank  taxes. 
Total  collections  in  30  states  in  the  fiscal  year 
1951  were  only  $31.4  million.  New  York  obtained 
$13.3  million,  more  than  any  other  state.  That 
year  Pennsylvania  secured  $6.4  million. 


Table  86 

STATE  TAXES  ON  NATIONAL  BANKS  IN  1952  * 


State 

Type  of  Tax 

Rate  of  Tax 

California 

. . . Excise — Incomef  .... 

. . . .Fixed  annually  between  4%  and  8%.  Currently,  7.55%. 

Connecticut  

. . .Excise — Incomef  . . . . , 

. . . .3% 

Illinois  

, . . .63.2  mills 

Indiana 

. . . Shares  

. . . .2l/2  mills 

Maryland 

. . . Shares  

. ...  10.1  mills 

Massachusetts  . . . 

. . .Excise — Incomef  . . . . , 

. . . .Fixed  annually,  maximum — 8%. 

Michigan  

. . . Dividends  

. . . .3% 

Deposits 

. . .4  mills 

New  Tersey 

. . . Shares  

..  .7/2  mills 

New  York 

. ■ • .4/2% 

North  Carolina  . . 

...General  Property 

. . .30.1  mills 

Ohio  

. . .2  mills 

Pennsylvania  . . . 

. . .Shares  

...  A mills 

Virginia  

. ...  10  mills 

West  Virginia  . . . 

. . . Shares  

. . .8.7  mills 

Wisconsin  

. . .Graduated  between  2%  and  6%. 

Source : Commerce  Clearing  House,  Inc. 


* In  some  states.  State  banks  are  subject  to  supplementary  taxes. 

f Basis  of  measure  in  these  four  states  is  similar  to  the  provisions  of  the  general  corporate  net  income 
tax  in  each  state. 
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Table  87 

STATE  INSURANCE  COMPANIES  GROSS  PREMIUMS  TAX  COLLECTIONS 


In  Thousands;  Fiscal  Years — Excluding  General  Corporation  Taxes 


State 

1941  (a) 

1945  (b) 

1951  (b) 

1952  (b,  c) 

Total,  48  States 

$ 97,755 

$130,794 

$254,001 

$283,750 

California  

8,037 

11,654 

23,446 

25,281 

Connecticut  

3,840 

5,124 

6,898 

7,694 

Illinois  

5,398 

8,616 

16,121 

17,666 

Indiana  

2,187 

3,032 

5,870 

6,150 

Maryland  

1,504 

2,387 

4,133 

4,581 

Massachusetts  

2,051 

2,235 

5,581 

6,147 

Michigan  

4,230 

5,172 

10,779 

12,088 

New  [ersey  

4,029 

5,205 

8,768 

9,750 

New  York  

14,911 

17,275 

32,605 

36,412 

North  Carolina  

1,719 

2,469 

5,671 

6,199 

Ohio  

7,012 

8,254 

13,012 

16,514 

Pennsylvania  

7,113 

9,587  (d) 

16,976  (d) 

19,832  (d) 

Virginia  

1,940 

2,652 

5,462 

6,231 

West  Virginia  

919 

1,149 

2,536 

2,722 

Wisconsin  

2,272 

2,568 

5,055 

5,902 

Sources : U.  S.  Department  of  Commerce  and  State  Budget  Bureau. 


(a)  Data  are  for  fiscal  years  ended  in  the  calendar  year;  data  are  only  roughly  comparable  with  col- 
lections in  later  years  because  of  revisions  in  reporting  by  the  Department  of  Commerce.  Include  all 
local  shares  of  state-imposed  taxes. 

(b)  Data  are  for  fiscal  years.  Include  only  those  local  shares  of  state-imposed  taxes  which  are  not 
locally  collected  and  retained. 

(c)  Preliminary. 

(d)  Amounts  returnable  to  local  governments  were  $1.1  million  in  1945,  $6.6  million  in  1951,  and 
$7.6  million  in  1952.  No  distributions  to  local  governments  were  made  in  1941. 


The  Insurance  Taxes 

Another  of  the  major  special  business  taxes  in 
Pennsylvania  is  the  2 percent  gross  premiums 
tax  paid  by  insurance  companies.  The  yield  of 
this  tax  in  the  fiscal  year  1952  according  to  the 
Bureau  of  the  Census  was  $19.8  million,  of  which 
$7.6  million  were  returnable  to  local  governments. 
In  that  year  New  York  secured  $36.4  million  and 
California  $25.2  million.  The  revenues  obtained 
from  the  gross  premiums  tax  in  15  selected  states 
are  shown  in  Table  87.  The  table  is  not  intended 
to  indicate  the  total  state  taxes  paid  by  insurance 
companies. 

The  gross  premiums  tax  has  developed  out  of 
the  peculiar  nature  of  the  insurance  company 
services.  In  Pennsylvania,  all  domestic  insurance 
companies  pay  the  capital  stock  tax  and  domes- 
tic stock  companies,  in  addition,  pay  the  cor- 
porate net  income  tax.  In  some  of  the  states, 
however,  insurance  companies  are  exempt  from 


these  taxes.  The  Pennsylvania  law  provides  that 
domestic  stock  companies  shall  be  allowed  a 60 
percent  credit  against  the  gross  premiums  tax 
for  the  payment  of  the  corporate  net  income  and 
capital  stock  taxes. 

The  taxation  of  insurance  companies  varies 
somewhat  from  state  to  state,  as  manifested  in 
Table  88,  which  summarizes  the  chief  features 
of  these  taxes  in  15  selected  states.  Different 
types  of  insurance  may  be  taxed  differently.  A 
peculiar  feature  of  insurance  taxation  is  the  im- 
position of  retaliatory  taxes  if  one  state  raises 
its  insurance  taxes  and  applies  them  to  the  busi- 
ness done  in  the  state  by  foreign  corporations 
chartered  in  other  states.  When  Pennsylvania  in- 
creases the  taxes  on  insurance  companies,  a prac- 
tical result  may  be  that  other  states  in  which 
Pennsylvania  companies  engage  in  business  may 
retaliate  and  compel  Pennsylvania  companies  to 
pay  a higher  rate  tax  than  domestic  or  certain 
other  foreign  companies. 
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Table  88 

SUMMARY  OF  TAXES  PAID  BY  INSURANCE  COMPANIES  IN  1952 
In  15  Selected  States 
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SUMMARY  OF  TAXES  PAID  BY  INSURANCE  COMPANIES  IN  1952 

In  15  Selected  States 
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SUMMARY  OF  TAXES  PAID  BY  INSURANCE  COMPANIES  IN  1952 

In  15  Selected  States 
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The  Taxation  of  Cooperative  Corporations 

Another  area  in  which  complicated  tax  prob- 
lems arise  is  in  the  appropriate  treatment  of 
cooperative  corporations  formed  to  engage  in 
selling,  purchasing,  or  other  activities.  If  these 
corporations  are  exempt  from  taxation,  they  may, 
in  effect,  receive  a substantial  subsidy.  If  they 
are  taxed,  on  the  other  hand,  it  is  difficult  to 
determine  the  suitable  basis  of  taxation  which 
will  be  equitable  and  practicable  without  either 
penalizing  or  artificially  subsidizing  cooperative 
associations. 

Such  associations  may  be  formed  to  market 
farm  products,  to  purchase  supplies  for  farmers, 
to  distribute  gasoline  and  other  products  in 
filling  stations,  and  to  engage  in  other  activities 
of  an  industrial  or  commercial  nature.  In  the  days 
of  low  corporate  taxation,  the  commendable  pur- 
pose to  encourage  cooperative  marketing  and  pur- 
chasing by  farmers  could  be  furthered  to  a small 
extent  without  harm  to  competitors  by  not  re- 
quiring cooperative  corporations  to  pay  the  cus- 
tomary corporate  taxes.  Now  that  corporation 
taxes  have  become  substantial,  the  exemption  ■ of 
cooperatives  acts  to  undercut  private  enterprise 
and  to  develop  a cooperative  economy,  not  on  the 
basis  of  its  real  merits  but  as  a result  of  tax  stimu- 
lants. There  is,  also,  the  tendency  to  extend  tax 
exemptions  and  narrow  the  tax  base. 

There  has  been  much  controversy  over  the 
issue  of  cooperative  taxation  in  some  of  the  states, 
particularly  in  the  Middle  West,  and  in  Wash- 
ington. Some  persons  argue  that  a cooperative 
corporation  has  no  income  in  the  accounting  sense. 
Others  say  that  even  if  cooperative  corporations 
have  net  income,  this  can  be  distributed  as  a 
means  of  avoiding  a tax  upon  it.  A question  is, 
should  cooperatives  be  taxed  on  the  funds  re- 
tained ? A revision  of  the  federal  income  tax  law 
in  1951  placed  a tax  upon  funds  placed  in  reserves 
instead  of  being  distributed  to  patrons. 

Another  possibility  would  be  the  taxation  of 
cooperative  corporations  on  their  gross  income  if 
net  income  is  not  a proper  basis  of  taxation.  If 
the  gross  receipts  of  the  cooperative  associations 
separately  reported  by  the  Department  of  Revenue 
had  been  taxed  at  a rate  of  1 per  cent  in  1952, 
revenue  of  approximately  $1  million  would  have 
been  obtained.  Additional  revenue  could  have 


been  secured  from  a similar  tax  on  the  gross  re- 
ceipts of  other  associations.  The  purpose  of  any 
tax,  it  is  assumed,  would  be  that  of  raising  rev- 
enue in  an  equitable  manner  by  taxing  cooperative 
corporations  to  the  same  extent,  in  effect,  that 
other  business  corporations  are  taxed. 

Cooperative  associations,  to  the  extent  they  are 
taxed  in  Pennsylvania,  receive  comparatively 
favorable  treatment  for  income  tax  purposes.  First, 
their  taxable  net  income  includes  only  dividends 
declared  or  paid  on  capital  stock,  whereas  other 
business  corporations  are  taxed  not  only  on  earn- 
ings available  for  dividends  but  also  on  earnings 
retained.  Secondly,  the  tax  rate  on  the  taxable 
net  income  of  cooperative  associations  is  4 per- 
cent rather  than  the  5 percent  rate  of  the  general 
corporation  net  income  tax. 

Some  cooperative  associations  are  not  subject 
to  the  net  income  tax  on  dividends,  others  are  not 
liable  for  a tax  on  capital,  and  still  others  pay 
neither  a tax  on  dividends  nor  a tax  on  capital. 

The  State  Revenue  Department  has  informed 
the  Tax  Study  Committee  that  there  are  six  types 
of  cooperative  associations  created  under  various 
state  legislative  acts. 

1.  Foreign  cooperative  associations  include  (a) 
those  engaging  in  business  activity  unlike  that  of 
ordinary  foreign  business  corporations  subject  to 
only  the  foreign  bonus  and  net  income  tax,  and 
(b)  those  engaging  in  business  activity  like  ordi- 
nary foreign  business  corporations. 

(a)  The  foreign  cooperative  associations  en- 
gaging in  business  activity  unlike  that  of  ordinary 
foreign  business  corporations  pay  no  capital  stock 
tax.  These  associations  reported  $192,552,341  in 
gross  receipts  of  which  $19,072,626  were  allo- 
cable to  Pennsylvania  in  the  calendar  year  1951 
or  fiscal  year  ending  in  1952  and  a taxable  net 
income  of  $60,593.  The  income  tax  paid  by  the 
42  associations  in  the  group  was  $2,424.  The 
net  income  earned  but  not  declared  in  the  form 
of  dividends  and  not  taxable,  amounted  to 
$4,555,191. 

(b)  Other  foreign  associations  engaging  in 
business  activity  like  ordinary  foreign  business 
corporations  are  liable  for  both  a franchise  tax 
and  a tax  on  net  income.  The  number  of  these 
associations  and  the  taxes  they  pay  are  not  sep- 
arately reported. 
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2.  Domestic  cooperative  associations  created 
under  the  Act  of  1887  are  subject  to  both  the 
net  income  and  capital  stock  taxes.  The  number  of 
these  corporations  and  their  tax  payments  are  not 
known. 

3.  Domestic  nonstock  cooperative  associations 
created  under  the  Act  of  1919  are  exempt  from 
state  taxes  on  net  income  and  capital.  There  are 
approximately  220  associations  in  this  group. 

4.  Domestic  cooperative  associations  created 
under  the  Act  of  1929  pay  only  the  net  income 
tax,  based  on  dividends  declared  or  paid.  For  the 
calendar  year  1951  and  the  fiscal  year  1952  the 
reported  gross  receipts  of  the  56  associations  in 
this  group  were  $70,104,554.  A tax  of  $17,060 
was  paid  on  taxable  net  income  of  $426,515.  The 
net  income  earned  but  not  declared  or  paid  in 
dividends,  and  therefore  not  taxable,  was  $2,- 
395,699. 

5.  Rural  electric  associations  created  under  the 
Act  of  1937  file  membership  report  and  pay  a 
tax  of  $10  for  every  100  members.  The  14  associa- 
tions in  this  group  are  exempt  from  the  state 
taxes  on  net  income  and  capital. 

6.  Credit  unions  created  under  the  Act  of  1933 
are  not  liable  for  any  state  tax. 

Summary 

In  this  chapter  a number  of  special  business 
taxes  imposed  by  the  Commonwealth  have  been 
described.  They  provide  minor  revenues  as  com- 
pared with  the  corporate  net  income  and  capital 
stock  taxes  which  they  supplement. 

Pennsylvania,  like  the  other  states,  has  not 
developed  a uniform  system  of  business  taxation. 
Instead,  several  special  taxes  are  levied  which  are 
adapted  to  the  peculiar  problems  of  certain  in- 
dustries. 

Utilities,  including  transportation  and  com- 
munication companies  in  general,  and  electric  util- 
ities, are  subject  to  a basic  8 mill  tax  on  their 
gross  receipts  in  Pennsylvania.  An  additional 
emergency  6 mill  tax  has  been  imposed  in  recent 
years  except  for  motor  transportation.  The  tax 
does  not  apply  to  pipelines  transporting  natural 
or  artificial  gas  or  to  gas  utility  service.  In  Penn- 
sylvania, utilities  pay  the  corporate  net  income  as 
well  as  the  capital  stock  tax. 

The  estimated  yield  of  the  utility  gross  receipts 


tax  in  the  budget  proposed  for  1953-1955  at  a 
rate  of  14  mills,  including  an  8 mill  tax  on  motor 
transportation,  is  $29.5  million. 

Additional  revenue  could  be  obtained  by  ex- 
tending the  gross  receipts  tax  to  the  sale  of  gas. 
A tax  at  a rate  of  14  mills  on  gross  receipts  from 
such  sales  should  yield  approximately  $2.6  mil- 
lion a year. 

Banks  in  Pennsylvania  are  required  to  pay  a 4 
mill  tax  on  the  value  of  their  shares.  They  do 
not,  however,  pay  either  the  capital  stock  or  the 
corporate  net  income  tax.  The  state  taxation  of 
banks  is  substantially  limited  by  federal  legisla- 
tion concerning  the  taxation  of  national  banks, 
which  indirectly  affects  the  possible  taxation  of 
state  banks.  In  the  fiscal  year  1952  the  Common- 
wealth obtained  $4.1  million  from  the  bank 
shares  tax. 

Insurance  companies  in  Pennsylvania,  as  in 
other  states,  are  taxed  on  their  gross  premiums. 
The  Pennsylvania  tax  rate  is  2 percent,  a rate 
which  generally  compares  favorably  with  the  tax 
rates  in  other  states,  which  are  sometimes  higher. 
The  yield  of  the  Pennsylvania  gross  premiums 
tax  in  the  fiscal  year  1952,  according  to  the 
Bureau  of  the  Census,  was  $19.8  million,  of  which 
$7.6  million  were  returnable  to  local  governments. 

A peculiar  problem  in  insurance  taxation  is  the 
practice  of  imposing  retaliatory  taxes  on  com- 
panies from  states  which  increase  their  taxes  and 
apply  the  higher  rates  to  foreign  companies.  If 
Pennsylvania  increases  its  tax  rate,  Pennsylvania 
companies  doing  business  in  other  states  may 
therefore  have  to  pay  taxes  in  those  states  ex- 
ceeding those  imposed  upon  domestic  corporations 
and  even  some  foreign  corporations. 

The  appropriate  tax  treatment  of  cooperative 
corporations  also  presents  complicated  problems. 
The  purpose  of  taxation  should  be  that  of  raising 
revenue  in  an  equitable  manner.  The  problems 
encountered  here  are  difficult.  If  the  net  income 
tax  is  not  a suitable  tax,  a tax  on  gross  income 
could  be  employed.  A gross  receipts  tax  at  a rate 
of  1 percent  would  have  yielded  approximately 
$1  million  in  1952  from  the  associations  wrhose 
gross  receipts  were  separately  reported  by  the 
Department  of  Revenue.  Additional  revenue 
would  have  been  obtained  if  a similar  tax  had 
been  imposed  on  the  gross  receipts  of  other  co- 
operative associations. 
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CHAPTER  IX 


FEDERAL  AID  AND  STATE  REVENUES 


THE  states  obtain  substantial  and  increasing 
aid  from  the  federal  government  for  educa- 
tion, highways,  public  assistance,  and  other 
functions.  In  the  fiscal  year  1951,  federal  grants 


to  the  48  states  were  $2,358.9  million,  a sum  ex- 
ceeding one-fifth  of  their  tax  revenues  and  nearly 
one-sixth  of  their  total  revenues.  The  growth  of 
federal  aid  to  the  states  is  shown  in  Table  89. 


Table  89 


REVENUE  OF  STATE  GOVERNMENTS  BY  MAJOR  SOURCE 


(In  millions,  except  per  capita) 


Fiscal  Year 

Total 

Taxes 

Federal  Aid 

Other  Revenue 

1940  

$ 4,493 

$ 3,313 

S 663 

$ 517 

1941  

4,673 

3,606 

732 

335 

1942  

5,038 

3,899 

787 

352 

1943  

5,108 

3,923 

815 

370 

1944  

5,308 

4,087 

807 

414 

1945  

5,522 

4,349 

739 

434 

1946  

6,213 

4,980 

743 

490 

1947  

7.570 

5,776 

1,125 

669 

1948  

8,966 

6,732 

1,399 

835 

1949  

10,018 

7,380 

1.705 

933 

1950  

10,835 

7,912 

1,960 

963 

1951  

12,406 

8,934 

2,359 

1,113 

PER  CAPITA 

REVENUE  OF  STATE 

GOVERNMENTS  BY  MAJOR  SOURCE 

Fiscal  Year 

Total 

Taxes 

Federal  Aid 

Other  Revenue 

1940  

$34.12 

$25.16 

$ 5.04 

$3.92 

1941  

35.12 

27  10 

5.50 

2.52 

1942  

37.67 

29.15 

5.89 

2.63 

1943  

38.13 

29.28 

6.09 

2.76 

1944  

40.02 

30.82 

6.08 

3.12 

1945  

41.79 

32.91 

5.59 

3.29 

1946  

44.41 

35.60 

5.31 

3.50 

1947  

52.80 

40.29 

7.85 

4.66 

1948  

61.39 

46.10 

9.58 

5.71 

1949  

67.43 

49.67 

11.48 

6.28 

1950  

71.90 

52.50 

13.01 

6.39 

1951  

80.88 

58.25 

15.38 

7.25 

Source : U.  S.  Bureau  of  the  Census,  “Compend 

ium  of  State  Government  Finances 

for  each  vear. 
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Federal  grants  to  15  selected  states  in  the  fiscal 
year  1951  are  summarized  in  Table  90.  Accord- 
ing to  the  U.  S.  Bureau  of  the  Census,  Pennsyl- 
vania received  $103.1  million,  distributed  in  this 
manner : 


Public  assistance,  health 

and  welfare  $53.5  million  51.9% 


Highways  . . . 

21.8 

21.1 

Education  . . . 

11.2 

10.9 

Other  aid  . . . 

16.6 

16.1 

Federal  aid 

varies  considerably  from 

state 

state.  Grants  may  be  related  to  population,  area, 
per  capita  income,  road  mileage,  needs,  or  other 
factors.  As  shown  in  Table  91,  Pennsylvania 
ranked  third  in  total  grants  in  1951  among  the 
15  selected  states  and  11  in  per  capita  grants.  It 
will  be  recalled  that  Pennsylvania  ranks  third 
among  these  states  in  total  population  and  tenth 
in  per  capita  income. 

An  examination  of  the  data  in  Table  91  indi- 
cates that  federal  grants  to  Pennsylvania  in  the 
fiscal  year  1951  w-ere  $9.76  per  capita.  Among 
the  15  selected  states,  grants  per  capita  ranged 
from  $8.52  in  Maryland  to  $22.43  in  California. 
The  average  for  the  48  states  was  $15.38  per 
capita. 

Federal  grants  to  Pennsylvania  were  equiva- 
lent to  19.2  percent  of  state  tax  revenues  in  the 
fiscal  year  1951,  to  5.0  percent  of  federal  in- 
dividual income  and  employment  tax  collections, 
and  0.6  percent  of  income  payments.  The  ratios 
of  grants  to  these  factors  varied  considerably 
from  state  to  state. 


Federal  Grants  Cause  State  Expenditures  to 
Increase 

Federal  grants  have  a tendency  to  cause  an  in- 
crease in  state  expenditures  for  public  assistance, 
health,  welfare,  education,  highways,  and  the 
other  services  aided.  Frequently  the  states  must 
match  the  federal  money  received,  dollar  for  dol- 
lar. Ordinarily  they  must  at  least  pay  a sub- 
stantial part  of  the  total  cost.  The  entire  expendi- 
ture is  likely  to  be  made  under  federal  supervision. 
It  is  inevitable  that  governments  granting  money 
to  other  governments  will  endeavor  to  control  its 
expenditure,  both  as  to  purpose  and  the  manner 
of  spending  on  that  service.  Sound  financial  man- 
agement requires  central  control  over  grants.  The 
states  seek  control  over  the  spending  of  aid  given 
to  local  governments  and  must  expect  federal  con- 
trol over  the  funds  they  receive. 

The  states  are  more  than  financial  middlemen 
who  merely  transfer  federal  funds  to  their  local 
subdivisions.  While  the  states  received  $2,358.9 
million  in  federal  aid  in  the  fiscal  year  1951,  they 
gave  almost  twice  as  much,  or  $4,653.0  million 
in  grants  and  shared  taxes  to  their  local  units. 
The  aid  given  by  the  15  selected  states  to  local 
governments  in  the  fiscal  year  1951  is  shown  in 
Table  92.  It  will  be  noted  that  Pennsylvania  dis- 
tributed $157.1  million  as  compared  with  the 
$103.1  million  received  in  federal  aid.  Of  the  total 
aid  given  to  Pennsylvania  local  governments, 
$121.8  million  went  for  public  schools.  This  was 
77.5  percent  of  the  total.  Highways  received 
$10.0  million,  or  6.4  percent  of  the  total. 
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CHART  27 


Table  91 

FEDERAL  AID 

Compared  with  State  Tax  Revenues  and  Federal  Internal  Revenue  Collections 
Fiscal  Year  1951  (In  millions,  except  per  capita) 
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Income  Payments:  U.  S.  Department  of  Commerce,  "Survey  of  Current  Business,”  August  1952 


Table  92 

STATE  AID  TO  LOCAL  GOVERNMENTS 
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A study  of  the  data  assembled  in  Table  93 
shows  that  state  aid  in  Pennsylvania  has  been 
growing  in  amount  and  in  relation  to  total  local 
revenues.  In  the  fiscal  year  1950,  state  aid  was 
$142.3  million,  or  23.0  percent  of  total  local 
revenues.  The  next  year  state  aid  had  grown  to 
$157.1  million  and  was  23.4  percent  of  total  local 
revenues.  In  the  fiscal  year  1952  state  aid  had 
climbed  to  $186.0  million.  The  great  bulk  of  state 
aid  to  local  governments  in  Pennsylvania  is  given 
through  grants,  which  amounted  to  $161.1  million 
in  the  fiscal  year  1952,  as  compared  with  $24.9 
million  in  shares  of  state  taxes. 


Most  of  the  state  aid  goes  for  the  public  schools, 
and  is  therefore  a burden  on  the  General  Fund. 
In  the  fiscal  year  1952  the  Commonwealth  ob- 
tained, according  to  the  State  Budget  Bureau, 
$4.8  million  in  federal  aid  for  education,  exclusive 
of  federal  aid  to  Pennsylvania  State  College,  but 
spent  $150.3  million  for  aid  to  school  districts  out 
of  the  General  Fund.  In  addition,  the  Common- 
wealth spent  $53.1  million  more,  primarily  for 
administration  of  the  Department  of  Public  In- 
struction, subsidies  to  institutions  of  higher  edu- 
cation, maintenance  of  state  teachers  colleges,  and 
contributions  to  the  School  Employes’  Retire- 
ment Fund. 


Table  93 

REVENUES  OF  PENNSYLVANIA  LOCAL  GOVERNMENT 

From  Taxes  and  State  Aid 


1950,  1951,  and  1952*  (In  thousands) 

1950  1951  1952 


Grand  Total  

$619,707 

$671,790 

Total  Local  Taxes  

477,450 

514,671 

Cities  

151,569 

162,728 

Boroughs  

28,519 

31,262 

Not 

Townships  

19,127 

20,366 

Avail- 

School  Districts  

209,963 

230,000  (Est.) 

able 

Counties  

55,915 

57,516 

Institution  Districts  

12,357 

12,799 

Total  State  Aid 

Grants-In-Aid** 

$142,257 

$157,119 

$185,960 

Education  

$112,174 

$121,817 

$150,284 

Highways  

10,017 

10,002 

10,478 

Airports  

554 

395 

96 

Health  

216 

218 

87 

Post  War  Planning  

105 

190 

25 

Libraries  

55 

55 

65 

Port  of  Philadelphia 

56 

103 

49 

Sub-Total  

Local  Shares  of  State  Taxes 

$123,177 

$132,780 

$161,084 

Gasoline  Tax  

Tax  on  Foreign  Fire  Insurance 

$10,580 

$10,432 

$11,384 

Premiums  

Tax  on  Foreign  Casualty  Insurance 

1,962 

4,542 

2,455 

Premiums  

743 

3,586 

5,154 

Liquor  Licenses  

5.795 

5,779 

5,883 

Sub-Total  

$19,080 

$24,339 

$24,876 

Source:  Tax  Collection  Data:  See  Table  97.  Grants-In-Aid : From  State  Budget  Bureau  and 
Departments  administering  various  programs. 


Note : School  district  tax  data  are  estimates  based  on  approximately  80%  complete  information. 
Tax  data  for  1951  are  taken,  in  part,  from  annual  financial  reports,  rather  than  tax  collectors’  reports. 
* Tax  collections  are  for  calendar  years,  state  aid  for  fiscal  vears. 

**  State  funds  only.  Federal  aid  excluded. 
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Federal  aid  is  an  important,  but  minor,  addi- 
tion to  the  General  Fund  revenues.  It  is  estimated, 
by  the  State  Budget  Bureau,  at  $112.3  million  in 
the  present  biennium  and  at  $113.8  million  in 
1953-1955.  These  revenues  supplement  the  Gen- 
eral Fund  revenues  listed  in  Chapters  I and  II.  It 
cannot  be  counted  on,  however,  to  meet  the  grow- 
ing costs  of  aid  to  local  governments  or  the  ex- 
panding expenditures  for  public  assistance  and 
other  state  functions. 

State  Aid  Increases  State  Taxes 

The  more  aid  a state  gives  to  the  local  commu- 
nities, the  more  the  state  taxes  must  be  increased 
to  supply  that  aid.  Local  taxpayers  may  be  re- 
lieved of  some  of  their  local  burdens  by  securing 
more  state  aid  for  their  local  governments,  but 
their  state  tax  burdens  are  bound  to  be  increased. 
If  more  and  more  of  the  cost  of  the  public  schools 
is  to  be  met  by  the  Commonwealth,  the  citizens 
must  anticipate  ever  higher  state  taxes. 

Neither  state  aid  nor  federal  aid  is  free  money. 
The  illusion  of  receiving  something  for  nothing 
should  quickly  be  dispelled  by  the  realization  that 
the  transferring  of  more  and  more  responsibility 
for  public  services  over  to  the  state  and  federal 
governments  must  inevitably  increase  state  and 
federal  taxes.  Moreover,  all  taxes,  state  and  fed- 
eral, as  well  as  local,  must  come  out  of  the  purses 
of  the  citizens  somehow.  And  the  “tax  take”  may 
be  greater  because  of  the  increased  administra- 
tive costs  arising  from  the  central  collection  of 
taxes  and  their  redistribution  back  to  the  local 
communities. 

The  federal  government  collected  $2,068  mil- 
lion in  individual  income  and  employment  taxes 
alone  in  Pennsylvania  in  the  fiscal  year  1951, 
when  the  Commonwealth  received  $103.1  million 
in  federal  aid.  And,  according  to  the  U.  S.  Bureau 
of  the  Census,  the  Commonwealth  collected  $537.1 
million  in  state  taxes  and  liquor  store  profits  that 
year  while  distributing  $157.1  million  back  to  the 
local  governments  in  aid.  Of  course,  a great  part 
of  the  federal  taxes  goes  to  finance  national  de- 
fense and  a large  portion  of  the  state  taxes  is 
directed  into  state  expenditures  for  the  public 
schools. 

Statistics  are  not  available  to  demonstrate  the 
precise  relationship  between  federal  and  state  aid 


and  the  total  taxes  the  citizens  must  pay,  even  if 
they  are  able  to  keep  their  local  taxes  down,  but  it 
is  evident  that  the  people  are  not  escaping  added 
tax  burdens  by  advocating  or  accepting  the  cen- 
tralization of  government  in  the  state  and  national 
capitals.  The  point  in  emphasizing  this  relation- 
ship is  that  the  citizens  should  be  aware  of  the 
total  costs  of  government  s®  they  will  be  in  a 
position  to  decide  what  taxes  they  are  paying, 
where  the  money  goes,  and  whether  they  are  get- 
ting their  money’s  worth.  If  the  citizens  are  in- 
telligently aware  of  the  governmental  spending 
and  taxing  relationship,  they  should  be  willing,  if 
they  approve  greater  central  spending,  to  pay 
higher  state  as  well  as  federal  taxes. 

Summary 

Pennsylvania  and  other  states  obtain  substan- 
tial and  increasing  federal  aid  for  education,  high- 
ways, public  assistance,  and  other  functions.  It  is 
estimated  that  General  Fund  revenues  from  fed- 
eral aid  will  amount  to  $112.3  million  in  the  pres- 
ent biennium  and  $113.8  million  in  1953-1955. 

Using  U.  S.  Bureau  of  the  Census  data,  the 
Commonwealth  received  $53.5  million  for  public 
assistance,  health,  and  welfare  and  $11.2  million 
for  education  in  federal  aid  in  the  fiscal  year  1951. 
Highway  aid  was  $21.8  million  and  other  aid 
$16.6  million. 

Federal  grants  to  Pennsylvania  that  year  were 
$9.76  per  capita,  which  was  0.6  percent  of  the 
per  capita  income.  Federal  aid  was  more  generous 
to  Pennsylvania  on  a per  capita  and  income  pay- 
ments basis  than  to  some  states,  but  less  generous 
than  it  was  to  other  states. 

The  Commonwealth  distributes  substantially 
more  aid  to  its  local  subdivisions  than  it  receives 
from  the  federal  government.  In  the  fiscal  year 
1951  it  received,  according  to  the  U.  S.  Bureau 
of  the  Census,  $103.1  million  in  federal  aid  and 
gave  $157.1  million  in  state  aid,  largely  for  the 
public  schools. 

The  more  aid  a state  gives  to  the  local  commu- 
nities, the  more  the  state  taxes  must  be  increased 
to  supply  that  aid. 

Neither  state  aid  nor  federal  aid  is  free  money. 
Such  aid  must  be  paid  out  of  higher  taxes  on  the 
citizens.  More  central  control  must  also  be 
expected. 
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CHAPTER  X 

STATE  AND  LOCAL  GOVERNMENTAL 
RESPONSIBILITIES  AND  TAXES 


STATE  tax  requirements  are  definitely  re- 
lated to  the  financial  aid  the  state  govern- 
ment must  give  to  local  governments  as 
well  as  to  the  appropriate  direct  state  share  of 
the  cost  of  those  public  services  which  are  of 
state-wicie  concern.  The  more  responsibilities  lo- 
cal governments  can  assume,  the  less  will  be  the 
need  to  increase  state  taxes. 

The  importance  of  state  aid  to  Pennsylvania 
local  governments  was  indicated  in  the  preceding 
chapter.  State  aid  had  expanded  to  $186.0  million 
in  1952.  Grants  had  grown  to  $161.1  million  in 
1952,  of  which  $150.3  million  were  given  for  edu- 
cation. Local  shares  of  state  taxes  were  $24.9 
million  in  1952. 

Of  total  local  government  revenues  of  $671.8 
million  in  1951,  local  tax  collections  totaled  an 
estimated  $514.0  million  and  state  aid  amounted 
to  $157.1  million. 

Local  governments  should  be  responsible  for 
those  services  which  can  be  performed  most  ef- 
fectively at  the  local  level,  such  as  police  and  fire 
protection.  Some  functions,  such  as  education, 
health,  through  highways,  and  public  welfare, 
are  of  both  state  and  local  concern  because  they 
are  maintained  for  the  benefit  of  the  whole  state 
as  well  as  that  of  the  locality.  In  the  state  and 
local  sharing  of  the  costs  of  these  services  it  is 
not  always  clear  how  much  of  the  cost  should  fall 
to  the  local  governments  and  how  much  to  the 
state.  A deciding  factor  will  undoubtedly  be  the 
relative  availability  of  local  and  state  revenue 


resources. 

The  expansion  of  state  tax  revenues  by  de- 
veloping new  sources  of  funds  is  also  related  to 
the  utilization  of  sales,  income,  per  capita,  amuse- 
ment, and  other  new  local  taxes.  If  state  and 
local  governments  are  to  compete  in  the  broad 
areas  of  nonproperty  taxes  for  revenue,  serious 
conflicts,  duplications,  inequalities,  and  adminis- 
trative and  compliance  costs  may  arise.  Appropri- 
ate sources  ©f  tax  revenues  must  be  reserved  for 
both  the  state  and  local  governments. 

Some  taxes,  as  those  imposed  upon  alcoholic 
beverages,  cigarettes,  personal  and  corporate  in- 
comes, retail  sales,  and  the  transfer  of  property 
by  gift  or  bequest,  which  tax  the  results  of  eco- 
nomic activity  conducted  over  a wide  area,  can 
be  administered  more  effectively  and  complied 
with  by  the  taxpayers  with  the  least  inconvenience 
if  they  are  levied  at  the  state,  rather  than  the 
local,  level.  Where  uniformity  and  equity  of  ap- 
plication over  a large  area  are  vital,  as  in  the 
taxation  of  commerce,  industry,  and  finance  flow- 
ing from  one  community  to  another,  state  tax 
jurisdiction  is  also  preferable  to  local. 

The  Real  Estate  Tax 

Under  favorable  administrative  conditions,  real 
estate  and  per  capita  taxes  can  be  collected  satis- 
factorily at  the  local  level.  The  assessment  of 
property  for  taxation  is  a very  difficult  valuation 
process,  however,  and  experience  over  the  United 
States  has  demonstrated  the  need  for  some  state 
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assistance  to  local  governments  in  attaining  rea- 
sonable success  in  property  tax  administration. 
The  tax  departments  of  a number  of  states  ar- 
range conferences  for  the  training  of  local  as- 
sessors, provide  expert  assistance  to  the  local  gov- 
ernments desiring  it  in  overcoming  technical  diffi- 
culties in  property  valuation,  and  otherwise  aid 
the  local  governments  in  improving  property  tax 
administration.  In  Pennsylvania,  however,  state 
action  is  largely  limited  to  encouraging  confer- 
ences of  local  tax  officials  and  assembling  data  on 
property  values,  tax  assessments,  and  tax  col- 
lections. In  this  process  of  public  enlightenment 
the  State  Tax  Equalization  Board,  the  Depart- 
ment of  Internal  Affairs,  and  the  Department  of 
Public  Instruction  have  participated.  The  local 
governments  must  depend  almost  entirely  on  their 
own  initiative  in  property  taxation,  which  suffers 
materially  from  inadequate  administration  in  many 


communities. 

The  one  great  source  of  revenue  which  local 
governments  can  generally  develop  to  a relatively 
high  degree  is  the  real  estate  tax.  Within  rational 
limits  and  with  an  honest  and  intelligent  effort 
to  remedy  glaring  inequalities  of  burden  and  to 
avoid  pushing  it  to  excessive  heights,  the  real 
estate  tax  can  be  relied  upon  to  yield  large  and 
independent  local  revenues.  This  field  is  therefore 
being  increasingly  left  to  the  local  governments 
throughout  the  United  States,  as  is  indicated  in 
Table  94,  which  shows  the  state  and  local  prop- 
erty taxes  imposed  in  the  15  states. 

In  Table  95  the  state  and  estimated  local  prop- 
erty tax  collections  in  1951  in  15  states  and  the 
United  States  are  summarized.  Pennsylvania  col- 
lected an  estimated  $395  million  of  local  property 
taxes  in  1951.  Five  other  states  in  the  group  of  15 
had  larger  total  collections. 


Table  94 

GENERAL  PROPERTY  TAXES  IN  SELECTED  STATES,  1952 


State 

Local 

State 

Real 

Estate 

Tangible 

Personal 

Property 

Intangible 

Property 

Real 

Estate 

Tangible 

Personal 

Property 

Intangible 

Property 

California 

No 

No 

No,  except 
solvent  credits 

Yes 

Yes 

No 

Connecticut  

No 

No 

Yes 

Yes 

Yes 

No 

Illinois  

No 

No 

No 

Yes 

Yes 

Yes 

Indiana 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Maryland 

Yes 

Yes 

No 

Yes 

Yes 

No 

Massachusetts  

No 

No 

No 

Yes 

Yes 

Yes 

Michigan  

No 

No 

Yes,  on  in- 
come or  value 

Yes 

Yes 

No 

New  jersey 

No 

No 

No 

Yes 

Yes 

No 

New  York 

No 

No 

No 

Yes 

No 

No 

North  Carolina  . . . . 

Yes 

Yes 

Yes 

Yes 

Yes 

No 

Ohio  

Yes 

Yes 

Yes,  on  in- 
come or  value 

Yes 

Yes 

No 

Pennsylvania  

No 

No 

No  (a) 

Yes 

No,  except 
where  taxed 
as  real 
property 

Yes  (a),  by 
counties  and 
school  districts 
of  Philadelphia 
and  Pittsburgh 

Virginia  

No 

No 

Yes 

Yes 

Yes 

No 

West  Virginia  . . . . 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Wisconsin  

Yes 

Yes 

No 

Yes 

Yes 

No 

Source : Commerce  Clearing  House,  Inc. 


(a)  Securities  issued  by  Pennsylvania  corporations  are  subject  to  the  state  capital  stock  and  cor- 
porate loans  taxes  but  are  exempt  from  the  local  taxes  on  intangibles. 
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Table  95 

PROPERTY  TAX  COLLECTIONS,  1951  1 
Compared  with  Total  State  and  Local  Collections 
(In  thousands) 
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Pennsylvania  local  property  taxes  were  76.9 
percent  of  local  tax  collections  and  37.6  percent 
of  state  and  local  tax  receipts.  Among  the  15 
states,  Pennsylvania  ranked  12th  in  the  ratio  of 
local  property  taxes  to  the  total  state  and  local 
taxes. 

New  Jersey  collected  about  the  same  amount 
in  local  property  taxes  as  Pennsylvania,  but  this 
was  94.0  percent  of  local  tax  collections  and  67.7 
percent  of  state  and  local  tax  receipts,  the  highest 
ratio  of  any  of  the  15  states.  For  the  United  States 
as  a whole,  estimated  local  property  tax  collec- 
tions of  $7.4  billion  in  1951  were  90.9  percent 
of  local  tax  revenues  and  45.0  percent  of  state 
and  local  tax  revenues. 

Among  the  15  states  compared  in  this  study, 
only  Indiana,  Maryland,  North  Carolina,  Ohio, 
West  Virginia,  and  Wisconsin  still  levy  state 
taxes  on  real  and  tangible  personal  property.  But 
at  the  same  time,  as  noted  above,  the  state  gov- 
ernments generally  are  giving  an  increasing 
amount  of  assistance  to  local  governments  in 
meeting  the  complex  and  difficult  problems  of 
property  tax  assessment  and  administration. 

The  real  property  tax  is  a venerable  American 
institution.  As  late  as  1913  it  supplied  nearly  half 
of  the  total  American  tax  revenues.  By  1952,  how- 
ever, when  the  property  tax  furnished  $8.0  billion 
in  all  the  states,  it  supplied  only  9.9  percent  of 
the  total  national  taxes,  excluding  payroll  charges. 
The  personal  income  tax  then  returned  $31.9  bil- 
lion, the  corporate  income  and  profits  tax  $22.0 
billion,  the  various  excises  and  selected  sales  taxes 
$7.6  billion,  and  the  general  sales  taxes  of  state 
and  local  governments  $2.8  billion. 

After  attaining  a peak  national  yield  of  approxi- 
mately $5.0  billion  in  1930,  the  property  tax  de- 
teriorated as  a revenue  with  the  drop  in  real 
estate  values  in  the  market  and  the  slump  of 
personal  and  business  incomes  during  the  early 
1930’s.  Contributing  to  the  decline  of  the  property 
tax  were  the  careless  methods  of  local  govern- 
ment financing  of  improvements  in  the  late  1920’s, 
uncontrolled  local  spending  and  poor  property  tax 
administration.  In  addition,  the  tax  generally  was 
unequally  administered.  An  anti-property  tax 
movement  arose  over  the  country  which  sought 
to  limit  property  tax  rates  and  secure  increased 
state  aid. 

The  adoption  of  new  state  taxes  on  retail 


sales,  personal  incomes,  cigarettes,  and  other  com- 
modities and  services  and  the  increases  in  exist- 
ing taxes  during  the  past  two  decades  may  be 
attributed  to  the  resistance  to  increased  property 
taxes,  as  well  as  to  the  pressure  for  greater  state 
aid  to  local  governments  and  the  demands  for 
the  states  to  assume  more  direct  responsibility 
for  financing  education,  health,  welfare,  and  other 
functions.  In  this  process  property  tax  increases 
may  have  been  avoided  or  slowed  down  but  other 
new  taxes  have  been  devised  to  burden  the 
taxpayers. 

New  Local  Taxes 

As  the  resistance  to  new  state  taxes  in- 
creased, a counter  movement  appeared  in  Penn- 
sylvania, New  York,  California,  and  other  states 
in  the  later  1940’s  and  early  1950’s  to  relieve 
the  pressure  on  the  state  treasuries  by  encourag- 
ing local  governments  to  develop  new  tax  sources. 
The  celebrated  “Act  481,”  adopted  by  the  legis- 
lature in  Pennsylvania  in  1947,  has  stimulated 
our  local  governments  to  impose  286  income 
taxes,  350  amusement  taxes,  and  1,429  per  capita 
taxes.  This  act  permitted  local  governments, 
with  some  exceptions,  to  tax  any  object  which 
the  Commonwealth  could,  but  did  not  tax.  Many 
new  levies  have  resulted  as  shown  in  Table  96. 
Pennsylvania  has  gone  farther  than  any  other 
state  in  opening  up  to  local  communities  the 
opportunity  to  impose  a great  variety  of  taxes. 
New  York  and  the  other  states  have  generally 
limited  local  governments  to  a small  number  of 
taxes  which  are  best  adapted  to  local  adminis- 
tration. California,  has  experienced  a wave  of 
nearly  150  local  sales  taxes  among  its  cities 
as  a result  of  new  local  taxing  powers.  Because 
of  the  intemperate  use  which  some  local  govern- 
ments had  made  of  “Act  481,”  the  General 
Assembly  in  1951  wisely  placed  certain  restraints 
upon  the  local  governments  in  the  levy  of  non- 
property taxes. 

The  importance  of  property,  income,  per  capita, 
amusement,  mercantile,  and  other  taxes  in  the 
Pennsylvania  local  revenue  structure  is  indi- 
cated in  Table  97,  summarizing  local  tax  collec- 
tions in  1950.  The  great  preponderance  of  reve- 
nues, $372.1  million  of  the  total  taxes  of  $477.5 
million,  were  derived  from  real  estate  taxes.  Per- 
sonal property  taxes  furnished  only  $14.2  million. 
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Table  96 

EXTENT  OF  USE  OF  ACT  481  BY  ELIGIBLE  LOCAL  UNITS 

As  of  April  1,  1953 

Number  Eligible  Number  Levying 


Local  Unit  Under  Act  481  One  or  More  Taxes 


2nd  Class  City  1 1 

2nd  Class  A City  1 1 

3rd  Class  Cities  47  45 

Boroughs  • • • 942  367 

1st  Class  Townships  68  29 

2nd  Class  Townships  1,502  179 

School  Districts  * 2,504  1,434 


Total  5,065  2,056 


* Philadelphia  and  Pittsburgh  School  Districts  excluded. 

NUMBER  OF  TAXES  LEVIED  UNDER  ACT  481  BY  LOCAL  UNITS 

As  of  April  1,  1953 


1st  Class  2nd  Class  School 

Type  of  Tax  Cities  Boroughs  Townships  Townships  Districts  Total 


Amusement  35  120  10  15  170  350 

Business  Privilege  & Mercantile  22  15  1 ..  23  61 

Deed  Transfer  2 23  13  17  166  221 

Income  11  73  2 ..  200  286 

Mechanical  Devices  8 84  3 . . 34  129 

Per  Capita 5 178  4 149  1,093  1,429 

Trailer  Tax  . . 7 1 27  44  79 

Others  2 17  2 1 37  59 


Total  85  517  36  209  1,767  2,014 


Source : State  Bureau  of  Municipal  Affairs. 


Income  taxes  supplied  $48.4  million,  per  capita 
taxes  $20.2  million,  and  other  taxes  lesser 
amounts. 

The  revenue  possibilities  of  local  taxes  on  in- 
comes, sales,  and  other  objects,  as  well  as  prop- 
erty, are  limited.  If  these  taxes  are  too  high,  em- 
ployment, investment,  and  trade  will  be  driven 
away.  The  administration  of  income  and  sales 
taxes  is  also  particularly  difficult  for  small  juris- 
dictions, and  a relatively  large  amount  of  evasion 
is  likely  to  occur.  The  communities  with  limited 
commercial,  financial,  and  industrial  activity  can- 
not expect  to  obtain  much  revenue  from  income 
and  sales  taxes.  Finally,  if  such  taxes  multiply, 
the  point  is  eventually  reached  where  the  substan- 
tial revenue  sought  can  be  procured  less  expen- 
sively, more  equitably,  and  more  conveniently  for 
the  taxpayers  and  local  governments  by  the  resort 
to  state-wide  taxes  on  income  or  sales,  the  collec- 


tions of  which  are  shared  with  the  local  govern- 
ments. 

At  most,  new  local  taxes  can  be  expected  to 
provide  important  supplemental  revenues  to  prop- 
erty taxation.  The  bulwark  of  local  revenue  sys- 
tems has  been  and  must  continue  to  be  the  real 
estate  tax,  which  should  be  improved  in  every 
respect  possible.  It  should  not  be  carried  to  ex- 
cessive heights,  however,  nor  should  it  be  re- 
garded as  the  only  possible  source  of  local  tax 
revenue,  particularly  in  communities  where  other 
sources  are  available.  On  the  other  hand,  more 
revenue  could  equitably  be  raised  from  property 
taxation  in  many  communities  without  seriously 
detrimental  effects  to  the  local  economy,  if  the 
appropriate  and  well  known  reforms  needed  in 
property  assessment  and  tax  administration  were 
taken. 

Some  questions  to  be  considered  in  the  use 
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Table  97 

TAX  COLLECTIONS  OF  PENNSYLVANIA  LOCAL  GOVERNMENTS,  CALENDAR  YEAR  1950 

By  Type  of  Tax 
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of  the  property  tax  as  a local  revenue  are  its 
burdens  on  specific  properties  and  its  relationship 
to  the  economic  activity  of  the  community.  Every 
locality  desires  a flourishing  level  of  employment, 
investment,  and  business  activity.  The  property 
tax,  along  with  other  influences,  is  of  importance 
in  attracting  or  discouraging  individuals  and 
business  firms  in  locating  in  the  community.  If 
the  property  tax  is  not  to  retard  the  economic 
life  of  the  community,  it  must  be  imposed  with 
reasonable  restraint  in  such  an  equitable  and  effi- 
cient manner  that  it  will  not  be  an  economic  drag 
and  it  will  have  the  support  of  the  citizens. 

It  should  be  noted  here  that  the  state  has  placed 
limitations  on  the  tax  rates  which  local  govern- 
ments may  impose  upon  real  property.  These  are 
summarized  in  a table  in  Appendix  X.  The  lim- 
itations on  tax  rates  are  intended  to  provide  a 
safeguard  to  property  owners  against  the  in- 
creases in  tax  burdens,  which  might  be  placed 
upon  them.  At  the  local  governmental  level,  as 
elsewhere,  however,  public  expenditures  must  be 
kept  within  rational  bounds  if  tax  burdens  of  one 
sort  or  another  are  not  to  increase  indefinitely 
and  excessively,  and  indirectly  by  borrowing  or 
other  expedients  if  not  directly  by  taxation. 

Taxation  of  Machinery 

In  some  of  the  Pennsylvania  counties  and  cities, 
business  machinery  and  equipment  are  being  as- 
sessed along  with  real  estate  and  are  being  taxed 
as  real  property.  The  increases  in  the  assessed 
value  of  industrial  machinery  in  Allegheny 
County  and  the  City  of  Erie  have  been  particu- 
larly conspicuous.  Peculiar  problems  are  created 
by  this  practice.  Tax  students  would  probably 
generally  agree  with  the  recent  statement  of  the 
Connecticut  State  Tax  Survey  Committee:  “Ex- 
perience of  local  assessors  in  Connecticut  as  well 
as  in  other  states  indicates  generally  unsatisfac- 
tory results  in  the  assessment  of  this  class  of 
property.”  1 In  its  report  the  Committee  ap- 
praised the  defects  prevailing  over  the  country  in 
the  attempts  to  tax  the  tangible  personal  property 
of  manufacturers,  merchants,  and  others  in  the 
form  of  machinery  and  inventories.  This  Com- 
mittee recommended  the  exemption  of  tangible 
business  personal  property,  including  machinery 
and  inventories,  from  taxation  and  the  use  of 

1 See  its  Report  of  1949,  p.  173. 


more  suitable  sources  of  local  revenue.2 

The  difficulties  arising  in  the  valuation  of  ma- 
chinery and  equipment  are  so  numerous  and  seri- 
ous that  they  can  hardly  be  overcome  by  local 
assessing  agencies.  Valuations  are  not  only  prone 
to  be  very  inaccurate,  they  may  also  vary  greatly 
among  taxpayers  and  be  the  source  of  major 
inequities  in  business  taxation.  The  valuation  pro- 
cess inevitably  becomes  one  of  “negotiation,”  in 
which  some  taxpayers  are  favored  and  others  are 
punished.  Even  if  the  problems  of  valuation 
could  be  overcome  with  reasonable  satisfaction, 
however,  local  taxes  on  machinery  and  equip- 
ment could  become  so  burdensome  as  to  retard 
local  business  activity.  Discriminatory  and  un- 
equal taxes  among  localities  set  up  barriers  to  the 
free  flow  of  production  and  employment  and 
should,  wherever  possible,  be  avoided.  Finally, 
machinery  and  equipment  are  not  real  estate  in 
any  ordinary  sense  and  should  not  be  included 
in  the  base  of  a real  property  tax. 

The  apparent  remedy  required  to  end  the  local 
taxation  of  machinery  and  equipment  and  to  pre- 
vent its  spread  into  other  communities,  is  the 
enactment  of  appropriate  state  legislation  pro- 
viding for  the  specific  exemption  of  such  prop- 
erty from  local  taxation.  Under  the  circumstances, 
this  remedy  appears  to  be  warranted. 

Taxation  of  Intangible  Personal  Property 

Another  area  of  local  property  taxation  in 
which  reforms  are  desirable  is  that  involving  in- 
tangible personal  property.  It  is  mentioned  here 
because  the  needed  reforms  apparently  call  for 
state  action.  The  counties  collect  a four  mill  tax, 
imposed  by  state  legislation,  on  certain  types  of 
intangibles.  Similar  taxes  are  also  collected,  again 
under  a state  mandate,  by  the  school  districts  of 
Philadelphia  and  Pittsburgh.  The  total  yield  from 
personal  property  taxation  in  1950  was  $14.2 
million  (See  Table  97). 

The  taxation  of  intangibles  has  encountered  dis- 
couraging difficulties  in  all  of  the  states  because 
of  the  ease  with  which  they  may  be  hidden  from 
the  assessors  and  the  great  obstacles  to  be  over- 
come in  their  valuation.  The  effectiveness  of  ad- 
ministration, which  is  probably  rather  low  at  best, 
varies  from  county  to  county  in  Pennsylvania. 
Tax  students  have  long  regarded  state  adminis- 

2 See  the  same  Report,  p.  175. 
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Table  98 

EFFECT  OF  REMOVAL  OF  PERSONAL  PROPERTY  FROM  ASSESSMENT 
VALUATION  ON  BORROWING  CAPACITY  OF  COUNTIES,  1951 

(In  thousands) 


Borrowing 
Assessed  Capacity 
Current  Valuation  at  7%  with 


Borrowing 

Capacity 

Loss  in  at  1 0%  with 


Current  Borrowing  with  Personal  Personal  Borrowing  Personal 
Assessed  Capacity  Property  Property  Capacity  Property 


County 

Valuation 

at  7% 

Exempted 

Exempted 

at  7% 

Exempted 

Adams  

. . $ 24,501 

$ 1,715 

$ 19,764 

$ 1,383 

$ 331 

$ 1,976 

Allegheny  . . . . 

2,880,050 

201,603 

2,262,18 7 

158,353 

43,250 

226218 

Armstrong  . . . . 

59,001 

4,130 

54,530 

3.817 

312 

5,453 

Beaver  

143,578 

10,050 

129,540 

9,067 

982 

12,954 

Bedford  

20,618 

1,443 

17,508 

1,225 

217 

1,750 

Berks  

306,107 

21,427 

239,037 

16,732 

4,694 

23,903 

Blair  

88,108 

6,167 

73,312 

5,131 

1,035 

7,331 

Bradford  

28,761 

2,013 

19,529 

1,367 

646 

1,952 

Bucks  

164,106 

11,487 

114,357 

8,005 

3,482 

11,435 

Butler  

101,232 

7,086 

78,037 

5,462 

1,623 

7,803 

Cambria  

172,650 

12,085 

159,407 

11,158 

927 

15,940 

Cameron  

4,183 

292 

3,018 

211 

81 

301 

Carbon  

39,126 

2,738 

34,698 

2,428 

309 

3,469 

Centre  

25,730 

1,801 

19,300 

1,351 

450 

1,930 

Chester  

221,948 

15,536 

139,379 

9,756 

5,779 

13,937 

Clarion  

19,188 

1,343 

11,358 

795 

548 

1,135 

Clearfield  

22,393 

1,567 

16,202 

1,134 

433 

1,620 

Clinton  

17,482 

1,223 

13,453 

941 

281 

1,345 

Columbia  

34,537 

2,417 

30,803 

2,156 

261 

3,080 

Crawford  

74,132 

5,189 

47,093 

3.296 

1,892 

4,709 

Cumberland  . . . 

79,355 

5,554 

67,441 

4,720 

833 

6,744 

Dauphin  

191,980 

13,438 

155,685 

10,897 

2,540 

15,568 

Delaware  

598,497 

41,894 

401,742 

28,121 

13,772 

40,174 

Elk  

12,811 

896 

9,572 

670 

226 

957 

Erie  

191,075 

13,375 

151,018 

10,571 

2,803 

15,101 

Fayette  

95,470 

6,682 

82,240 

5,756 

926 

8,224 

Forest  

2,632 

184 

2,599 

181 

2 

259 

Franklin  

50,606 

3,542 

38,264 

2,678 

863 

3,826 

Fulton  

2,982 

208 

2,665 

186 

22 

266 

Greene  

46,122 

3,228 

42,118 

2,948 

280 

4,211 

Huntingdon  . . . 

31,52# 

2,206 

28,330 

1,983 

223 

2,833 

Indiana  

45,550 

3,188 

43,550 

3,048 

140 

4,355 

Jefferson  

28,277 

1,979 

23,114 

1.618 

361 

2,311 

Juniata  

6,044 

423 

5,442 

379 

43 

542 

Lackawanna  . . . 

191,541 

13,407 

158,965 

11,127 

2,280 

15,896 

Lancaster  

218.682 

15.307 

163,716 

11,460 

3,847 

16,371 

Lawrence  

90,383 

6,326 

76,944 

5,386 

940 

7,694 

Lebanon  

94,865 

6,640 

79,634 

5,574 

1,066 

7,963 

Lehigh  

221,510 

15,505 

169,840 

11,888 

3,616 

16,984 

Luzerne  

301,185 

21,082 

261,582 

18,310 

2,772 

26,158 

Lycoming  

58,122 

4,068 

42,224 

2,955 

1,112 

4,222 

McKean  

65,158 

4,561 

42,296 

2,960 

1,600 

4,229 

Mercer  

98,272 

6,879 

76,908 

5,383 

1,495 

7,690 

Mifflin  

22,602 

1.582 

18,411 

1,288 

293 

1,841 

Monroe  

28,747 

2,012 

21,416 

1.499 

513 

2,141 

Montgomery  . . 

771,441 

54,000 

389,251 

27.247 

2 6,753 

38.925 
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Table  98 — Continued 

EFFECT  OF  REMOVAL  OF  PERSONAL  PROPERTY  FROM  ASSESSMENT 
VALUATION  ON  BORROWING  CAPACITY  OF  COUNTIES,  1951 


(In  thousands) 


County 

Current 

Assessed 

Valuation 

Current 
Borrowing 
Capacity 
at  7% 

Assessed 
Valuation 
with  Personal 
Property 
Exempted 

Borrowing 
Capacity 
at  7%  with 
Personal 
Property 
Exempted 

Loss  in 
Borrowing 
Capacity 
at  7% 

Borrowing 
Capacity 
at  10%  with 
Personal 
Property 
Exempted 

Montour  

6,150 

430 

4,900 

343 

87 

490 

Northampton  . . . . 

193,182 

13,522 

150,784 

10,554 

2,967 

15,078 

Northumberland  . 

47.076 

3,295 

36,536 

2,557 

737 

3,653 

Perry  

12,547 

878 

11,352 

794 

83 

1,135 

Philadelphia  

3,776,117 

264,328 

3,128,112 

218,967 

55,361 

321,918 

Pike  

14,564 

1,019 

12,337 

863 

155 

1,233 

Potter  

6,893 

482 

5,797 

405 

76 

579 

Schuylkill  

102,773 

7,194 

90,827 

6,357 

836 

9,082 

Snyder  

9.305 

651 

8,620 

603 

47 

862 

Somerset  

40,362 

2,825 

33,473 

2,343 

482 

3,347 

Sullivan  

4,085 

285 

3,457 

242 

43 

345 

Susquehanna  . . . . 

20.963 

1,467 

18,037 

1.262 

204 

1,803 

Tioga  

17,131 

1,199 

12,857 

900 

299 

1,285 

Union  

11,678 

817 

9,348 

654 

163 

934 

Venango  

104,704 

7,329 

39,778 

2,784 

4,544 

3,977 

Warren  

37,128 

2,599 

22,377 

1.566 

1,032 

2,237 

Washington  

181.378 

12,696 

153,503 

10,745 

1,951 

15,350 

Wayne  

23,178 

1,622 

18,810 

1,316 

305 

1,881 

Westmoreland  . . . 

248,709 

17,409 

184,192 

12,893 

4,516 

18,419 

Wyoming  

10,957 

767 

9,486 

664 

102 

948 

York  

141,331 

9,893 

96,491 

6,754 

3,138 

9,649 

Total  

$13,002,667 

$910,185 

$10,148,553 

$696,167 

$213,982 

$1,014,855 

Source : State  Department  of  Internal  Affairs,  Division  of  Budgets  and  Reports.  Data  have  been 
rounded. 


tration  as  essential  in  the  taxation  of  intangibles. 
But  the  states  have  also  largely  failed  in  reaching 
intangibles.  The  tendency  has  been  to  tax  the  in- 
come from  securities,  either  with  a special  income 
tax  limited  to  intangibles  as  in  Michigan  and 
Ohio,  or  with  a general  income  tax,  as  in  many  of 
the  states. 

Another  factor  to  be  considered  in  discussing 
the  taxation  of  intangible  personal  property,  is 
its  effect  on  the  total  borrowing  capacity  of  the 
counties.  Table  98  shows  the  importance  of  per- 
sonal property  in  the  total  assessed  valuation  of 
real  and  personal  property  in  each  county  and 
indicates  the  effect  on  the  borrowing  capacity  of 
the  removal  of  the  latter  from  the  total.  The 
loss  in  borrowing  capacity  to  all  counties  in 


the  Commonwealth  would  total  $213,982,000,  a 
loss  of  23.5  percent  of  the  present  borrowing 
capacity.  The  table  also  shows  the  effect  of  in- 
creasing the  borrowing  capacity  of  the  counties 
to  10  percent  of  property  valuations,  excluding 
personal  property,  an  alternative  sometimes  pro- 
posed. 

If  intangibles  are  to  be  taxed,  they  should  be 
taxed  on  their  income  rather  than  upon  the  so- 
called  market  value,  which  may  be  determined 
primarily  by  factors  other  than  current  income 
status.  The  administration  of  an  income  tax  can 
be  strengthened  with  the  aid  of  the  federal  gov- 
ernment, which  will  make  available  to  the  states 
the  information  it  possesses  concerning  the  in- 
comes of  particular  individuals. 
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Table  99 

LOCAL  GOVERNMENT  UNITS,  1942  and  1952 


United  States 

1942 

1952 

Change 

Amount 

over  1942 

Percent 

T otal  

1 55  067 

1 16,743 
3,049 

38  394 

24  7 

Counties  

3,050 

— 1 

(a) 

School  Districts  

108,579 

67,346 

—41,233 

—38.0 

Municipalities  (b)  

16,220 

16,778 

558 

3.4 

Townships  

18,919 

17,202 

— 1,717 

— 9.1 

Special  Districts  

8,299 

12,319 

4,020 

48.4 

Pennsylvania 

Total  

5,263 

5,157 

67 

— 106 

— 20 

Counties  

67 

School  Districts  

2,546 

2,506 

— 40 

— 1.6 

Municipalities  (b)  

984 

990 

6 

0.6 

Townships  

1.575 

1.564 

— 11 

— 0.7 

Special  Districts  

91 

29 

62 

—68.1 

New  York 

Total  

8,338 

5,483 

— 2,855 

—34.2 

Counties  

57 

57 

... 

School  Districts  

6,064 

2,915 

— 3,149 

—51.9 

Municipalities  (b)  

610 

610 

. • . 

Townships  

932 

932 

. . . 

Special  Districts  

675 

968 

293 

43.4 

Source : U.  S.  Bureau  of  the  Census,  “Governments  in  the  United  States  in  1952,”  and  “Governmental 
Units  in  the  United  States  in  1942.” 


(a)  Less  than  .05  percent 

(b)  Includes  cities,  incorporated  boroughs,  and  villages 


A state  tax  on  investment  income  from  in- 
terest, dividends,  royalties,  and  net  rents  received 
from  investments  in  Pennsylvania  by  non-resi- 
dents and  the  total  of  such  income  paid  to  resi- 
dents, at  a rate  of  2 percent,  would  have  an  esti- 
mated annual  yield  of  $20.0  million.  If  such  a tax 
should  be  imposed,  the  local  taxes  on  intangible 
personal  property  should  be  repealed  and  the 
local  revenue  loss  should  be  offset  by  a share  of 
the  state  tax  on  investment  income. 

The  Overall  Local  Financial  Problem 

The  overall  local  expenditure-tax  problem  in 
Pennsylvania  is  one  of  very  large  proportions. 
The  total  expenditures  of  local  governments  in 
the  fiscal  year  1951  were  $710.6  million,  excluding 
state  aid  of  $157.1  million,  but  including  small 
direct  federal  grants. 

Local  government  taxes  in  the  fiscal  year  1951 
were  $514.7  million  as  compared  with  Pennsyl- 


vania state  taxes  and  liquor  store  profits  of  $537.1 
million,  as  reported  by  the  U.  S.  Bureau  of  the 
Census. 

The  net  bonded  debt  of  Pennsylvania  local 
governments  at  the  end  of  the  fiscal  year  1951 
was  the  huge  sum  of  $884.2  million.  The  net 
floating  debt  amounted  to  $44.5  million. 

Pennsylvania  Local  Governments  are 
Numerous 

An  important  part  of  the  problem  of  controlling 
local  expenditures,  taxes,  and  debts  is  the  de- 
velopment of  the  most  efficient  management  of 
local  government  activities  and  the  elimination 
of  unnecessary  local  governmental  machinery. 

In  1952,  according  to  the  Bureau  of  the  Census, 
there  were  116,743  units  of  local  government  in 
the  United  States,  an  overall  decrease  of  38,324 
units,  or  24.7  percent,  as  compared  with  1942 
(See  Table  99). 


no 


School  districts  declined  in  number  from  108,- 
579  to  67,346,  a decrease  of  41,233  units,  or  38.0 
percent.  In  many  states,  special  districts  for  fire 
protection,  water,  sewer,  and  other  purposes  in- 
creased in  number  between  1942  and  1952. 

The  Bureau  of  the  Census  tabulation  shows  an 
aggregate  decline  of  106  local  units  in  Pennsyl- 
vania from  1942  to  1952,  a decrease  of  2.0  per- 
cent. 

The  biggest  reduction  in  number  was  in  special 
districts,  a drop  of  62  units,  or  68.1  percent. 

But  in  1952  the  number  of  school  districts  in 
Pennsylvania  was  only  40  less  than  in  1942,  a 
shrinkage  of  only  1.6  percent. 

Our  neighbor,  New  York,  experienced  a sharp 
reduction  in  the  number  of  local  units  from  a total 
of  8,338  in  1942  to  5,483  in  1952,  a decrease  of 
34.2  percent. 

New  York  school  districts  declined  in  this 
period  from  6,064  to  2,915  or  51.9  percent. 

In  only  one  category,  special  districts,  did  New 
York  experience  any  substantial  increase  in  num- 
bers. 

Too  Many  Local  Governments 

For  many  years  authorities  on  government 
have  contended  that  the  United  States  has  been 
burdened  with  an  excessive  multiplicity  of  local 
governments  which  evolved  in  the  horse  and 
buggy  era  of  small,  isolated  communities.  Greater 
efficiency  in  the  use  of  the  taxpayer’s  money  can 
frequently  be  realized  by  the  consolidation  of 
small,  weak  local  governments  into  larger  units 
with  greater  resources  and  improvements  in  ad- 
ministration. 

Inefficient,  submarginal  local  governments 
should  not  be  maintained  by  state  subsidies  which 
perpetuate  obsolete  forms  of  organization. 

Larger  and  more  resourceful  local  governments 
could  assess  taxable  property  more  effectively 
and  otherwise  administer  their  affairs  more  effi- 
ciently. 

Serious  thought  should  be  given  in  Pennsyl- 
vania to  the  further  reduction  of  the  number  of 
school  districts,  and  other  local  units,  and  the  re- 
organization of  local  governments  along  more 
efficient  lines  in  order  to  avoid  unreasonable 
demands  upon  the  state  and  local  taxpayers. 


Summary 

State  tax  requirements  are  definitely  related 
to  the  aid  given  local  governments  as  well  as  to 
the  appropriate  direct  state  share  of  the  cost  of 
public  services  of  state-wide  concern. 

The  more  responsibilities  local  governments 
can  assume,  the  less  will  be  the  need  to  increase 
state  taxes. 

The  appropriate  areas  of  state  and  local  govern- 
ment service  responsibilities  and  their  respective 
sources  of  tax  revenue  should  be  delineated  as 
clearly  as  possible. 

Taxes  on  cigarettes,  alcoholic  beverages,  retail 
sales,  corporate  and  personal  income,  transfers 
of  property  by  gift  or  bequest,  and  other  objects 
related  to  economic  activity  over  a wide  area  can 
be  administered  more  effectively  and  complied 
with  by  the  taxpayers  with  less  inconvenience  if 
they  are  levied  at  the  state  level. 

Real  estate  and  per  capita  taxes  are  especially 
appropriate  for  local  levy  and  administration. 

Local  real  estate  taxes  in  Pennsylvania 
amounted  to  approximately  $395  million  in  1951. 
Local  income  taxes  were  $55.5  million,  of  which 
$43.0  million  were  collected  in  Philadelphia. 
Per  capita  tax  revenues  were  approximately  $23.0 
million;  mercantile-business  privilege  taxes,  $12.8 
million;  and  amusement  taxes,  $7.5  million.  Total 
local  taxes  were  approximately  $514  million. 

State  aid  to  local  governments  amounted  to 
$186.0  million  in  1952,  consisting  of  $161.1 
million  in  grants  in  $24.9  million  in  local  shares 
of  state  taxes.  A great  part  of  the  grants,  $150.3 
million,  was  given  for  education. 

The  real  estate  tax  is,  and  will  apparently  long 
remain,  the  mainstay  of  the  local  tax  system.  It 
should  be  administered  efficiently  and  fairly  and 
should  be  based  upon  accurate  and  equitable 
assessments. 

The  taxing  of  machinery  as  “real  property" 
by  local  governments  has  been  found  to  be  an 
unsound  practice.  Valuation  problems  are  too 
difficult  to  be  overcome  satisfactorily  by  local 
assessors  and  local  industry  is  discouraged. 

Intangible  property,  or  stocks,  bonds,  mort- 
gages, etc.,  can  be  taxed  more  effectively  and 
equitably  by  the  state  than  by  local  governments. 
It  would  be  preferable  to  tax  intangibles  on  their 
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income  rather  than  their  value.  If  a general  state 
income  tax  should  be  adopted,  it  should  be  ex- 
tended to  intangibles  and  the  local  taxes  should  be 
abandoned. 

Supplemental  local  revenues  may,  under  favor- 
able conditions,  be  obtained  from  such  nonprop- 
erty sources  as  amusement,  license,  and  per  capita 
taxes. 

The  revenue  possibilities  of  local,  as  well  as 
state,  taxes  are  not  unlimited.  Local  expenditures 
must  be  kept  under  rational  control  if  local  taxes 
and  demands  for  state  aid  are  not  to  become 
excessive. 


Reforms  in  local  government  organization  are 
desirable  as  measures  promoting  more  efficient 
and  economical  government.  An  excessive  number 
of  local  taxing  jurisdictions,  and  particularly 
school  districts,  is  bound  to  result  in  excessive 
local  taxes  and  also  invites  excessive  state  aid. 

The  over-all  expenditure,  debt,  and  tax  prob- 
lem of  Pennsylvania  local  government  is  tremen- 
dous. A key  to  sound  local,  as  well  as  state,  financ- 
ing is  the  wise  control  of  spending  programs.  The 
tax  system  must  also  be  equitable  and  adequate 
to  support  the  responsibilities  of  local  govern- 
ments to  provide  essential  public  services. 
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CHAPTER  XI 

SOME  POSSIBLE  NEW  STATE  TAX  SOURCES 


IN  an  earlier  chapter  the  General  Fund  revenues 
now  being  obtained  in  Pennsylvania  from 
state  taxes  on  alcoholic  beverages,  cigarettes, 
real  estate  and  stock  transfers,  and  legal  docu- 
ments have  been  noted.  In  this  chapter  certain 
other  sources  of  revenue  imposed  by  other  state 
governments  will  be  appraised.  This  list  is  not 
intended  to  be  exhaustive.  Rather,  it  is  illustrative 
of  pertinent  problems  encountered  in  the  search 
for  substantial  new  revenues.  The  discussion  of 
these  revenue  sources  does  not  imply  that  any 
particular  revenue  should  or  should  not  be 
adopted. 

The  Soft  Drink  Tax 

Few  taxes  have  caused  more  controversy  than 
the  state  tax  imposed  upon  soft  drinks  in  Penn- 
sylvania for  the  four  years  from  June  1,  1947 
through  May  31,  1951.  The  tax  rates  were  1 cent 
on  each  12  fluid  ounces  of  bottled  soft  drinks  and 
1/2  cent  on  each  fluid  ounce  of  syrups  to  be  used 
in  soft  drinks.  These  revenues  were  obtained  from 
the  tax  in  successive  fiscal  years: 

1948  $13,353,458 

1949  13,576,317 

1950  14,537,058 

1951  12,856,934 

1952  589,597  (delinquent  collections) 

Pennsylvania  raised  more  revenue  from  the 
soft  drink  tax  than  any  other  state  during  the 
years  it  was  effective.  South  Carolina,  the  nearest 
competitor,  secured  $4.3  million  in  the  fiscal  year 
1951  with  a tax  rate  of  1 cent  on  each  12  ounces 
or  fraction  thereof  of  bottled  soft  drinks  and  76 


cents  a gallon  on  syrups.  Fouisiana  came  next 
with  a yield  of  $1.1  million  with  a tax  at  a rate  of 
1/4  cent  on  each  5 cents  of  the  retail  price  of 
bottled  soft  drinks  and  20  cents  a gallon  on  syrups. 
The  revenues  obtained  from  the  more  productive 
state  soft  drink  taxes  in  the  fiscal  years  1945-1951 
are  shown  in  Table  100.  It  is  apparent  that  the 
soft  drink  taxes  generally  supply  relatively  un- 
important revenues. 

The  states  have  imposed  two  types  of  taxes 
on  soft  drinks,  namely,  excises  and  licenses.  The 
excises  are  usually  the  more  productive  and  are 
imposed  in  Alabama,  Fouisiana,  Missouri,  South 
Carolina,  Tennessee,  and  West  Virginia.  The  last 
of  these  states  adopted  a tax  on  bottled  soft  drinks 
in  1951  at  a rate  of  1 cent  on  each  16  fluid  ounces 
and  a tax  at  a rate  of  80  cents  a gallon  on  syrups. 
In  1952  West  Virginia  procured  $3.0  million  from 
this  tax.  None  of  the  other  states  surrounding 
Pennsylvania  levies  a specific  tax  on  soft  drinks. 

Ficense  fees  or  taxes  are  imposed  upon  manu- 
facturers, bottlers,  wholesalers,  distributors,  and 
retailers  of  soft  drinks  in  28  states.  The  charges 
are  generally  nominal  and  are  usually  intended  to 
cover  the  costs  of  inspecting  the  taxpayer’s 
premises.  The  rates  of  the  specific  license  charges 
are  shown  in  Appendix  XI. 

Soft  drinks  are  usually  subject  to  the  general 
sales  taxes  levied  by  state  and  local  governments. 
They  are  thus  taxed  in  many  states  along  with 
other  commodities. 

The  federal  government  does  not  impose  a 
specific  soft  drink  tax.  This  is  a revenue  field 
which  is  left  to  the  state  and  local  governments. 
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REVENUES  FROM  SOFT  DRINK  TAXES 
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Pennsylvania  could  raise  approximately  $14 
million  a year  by  restoring  the  soft  drink  tax 
previously  in  effect.  While  the  tax  was  productive 
of  revenue  when  it  was  in  operation,  it  was  much 
criticized  by  the  soft  drink  industry.  One  point 
of  criticism  was  that  the  tax  w'as  discriminatory 
because  such  products  as  candy,  ice  cream,  and 
chewing  gum  were  not  taxed.  The  opposition  to 
the  tax  caused  its  withdrawal. 

A soft  drink  tax  is  not  so  readily  evaded  or 
avoided  by  purchasing  from  other  states  as  the 
taxes  on  cigarettes  and  alcohol.  Cigarettes  are 
light  in  weight  and  are  easily  shipped  or  trans- 
ported. Liquor  is  of  such  relatively  high  value 
that  the  possibility  of  escape  from  a substantial 
tax  upon  it  is  quite  tempting.  Soft  drinks,  how- 
ever, are  of  relatively  low  value  and  the  trans- 
portation expenses  are  usually  sufficient  to  dis- 
courage efforts  at  evading  or  avoiding  the  tax 
by  purchasing  the  commodity  in  another  state 
where  there  is  no  tax. 

Of  the  neighboring  states,  only  West  Virginia 
has  an  excise  tax  on  soft  drinks.  The  license 
charges  in  Delaware,  Maryland,  New  Jersey, 
Ohio,  and  Virginia  do  not  yield  much  revenue. 

Revenue  From  A Tobacco  Tax 

Additional  revenue  could  be  obtained  in  Penn- 
sylvania from  a state  tax  on  cigars,  chewing  and 
smoking  tobacco,  and  snuff.  The  federal  tax  on 
the  manufacture  of  cigars  produced  $44.8  mil- 
lion in  the  fiscal  year  1952  and  the  tax  on  other 
tobacco  $46.3  million. 

The  federal  tax  on  cigars  is  graduated  from 
$2.50  per  1,000  for  cigars  retailing  at  not  over 
2p2  cents  each  up  to  $20  per  1,000  for  cigars 
retailing  at  a price  over  20  cents  each  and 
weighing  over  3 pounds  per  1,000.  Lighter  cigars 
are  taxed  at  a rate  of  75  cents  per  1,000.  The 
federal  tax  on  other  types  of  tobacco  is  now  10 
cents  a pound.  It  was  reduced  from  18  cents  a 
pound  in  1942  when  the  federal  cigar  tax  rates 
were  raised.  The  federal  revenues  from  cigars 
have  been  holding  up  in  spite  of  the  higher  taxes. 
Revenues  from  chewing  and  smoking  tobacco 
and  snuff,  however,  have  been  declining  some- 
what in  recent  years. 

Among  the  15  selected  states  whose  tax  sys- 
tems are  being  compared  in  this  report,  none 
levies  a separate  tax  on  tobacco  other  than 


cigarettes.  Only  Delaware  among  the  states  con- 
tiguous to  Pennsylvania  taxes  cigars.  The  reve- 
nue in  that  state  is  so  small  that  the  State  Tax 
Commissioner  recommended  the  repeal  of  the 
cigar  tax  in  his  1951  Annual  Report.  If  cigars 
are  taxed  in  one  state  and  not  in  nearby  states, 
there  will  be  a tendency  for  smokers  to  attempt 
to  obtain  cigars  from  the  states  without  taxes 
if  the  tax  imposed  is  high,  and  if  shipping  costs 
are  not  too  great. 

The  Tax  Study  Committee  has  not  been  able 
to  obtain  data  showing  the  consumption  of  cigars, 
chewing  and  smoking  tobacco,  and  snuff  in  Penn- 
sylvania. The  tax  collection  data  in  the  several 
states  which  extend  their  tobacco  taxes  beyond 
cigarettes  are  so  meager  that  it  is  difficult  to 
estimate  how  much  revenue  a tax  on  these  prod- 
ucts would  return  in  Pennsylvania.  If  it  be  as- 
sumed that  the  consumption  of  cigars  and  other 
forms  of  tobacco  in  Pennsylvania  follows  the  na- 
tional average,  a tax  upon  them  similar  to  the 
federal  tax  being  collected  in  1951  would  ap- 
parently raise  approximately  $4  million  a year. 

Amusement  Taxes 

Many  of  the  states  impose  specific  sales  and 
license  taxes  on  certain  amusements.  The  sales, 
or  admission,  taxes  of  32  states  in  the  fiscal  year 
1952  had  a total  yield  of  $13.9  million.  The  great- 
est revenue,  $4.9  million,  was  obtained  in  the 
State  of  Washington.  Louisiana  was  next  with 
$1.6  million,  then  Nevada  with  $1.5  million. 
Among  the  15  selected  states,  New  York  raised 
the  most  revenue,  $1.3  million.  Pennsylvania, 
taxing  only  the  gross  receipts  of  boxing  and 
wrestling,  secured  $65,000  from  this  tax  at  a 
rate  of  5 percent.  Further  details  of  the  state  ad- 
missions taxes  are  supplied  in  Appendix  XI. 

Only  8 states  impose  separate  general  admis- 
sions taxes.  The  states  employing  general  sales 
taxes  may  tax  admissions  with  them.  The  specific 
state  taxes  on  admissions  are  frequently  limited 
to  athletic  events. 

The  amusement  license  taxes  of  37  states  in 
the  fiscal  year  1952  supplied  revenues  of  only 
$5.0  million,  bringing  the  total  revenues  from 
excise  and  license  taxes  to  $18.9  million  in  all 
the  states.  North  Carolina  collected  the  largest 
license  revenue  of  $529,000.  Pennsylvania  se- 
cured $18,000  from  its  license  charges  on  athletic 
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exhibitions.  It  is  evident  that  the  license  charges 
are  generally  nominal  in  amount  and  do  little 
more  than  cover  the  costs  of  regulating  boxing, 
wrestling,  and  certain  other  amusements. 

Pennsylvania  imposed  an  amusement  tax  from 
July  22,  1935  to  July  21,  1937  at  a rate  of  1 cent 
for  each  25  cents,  or  fraction  thereof,  paid  for 
admissions.  The  tax  yields  in  the  fiscal  years  cited 


were : 

1936  $2,658,074 

1937  4,124,359 

1938  965,807  (Part  of  year) 


The  federal  government  taxes  admissions  for 
a considerable  amount  of  revenue  at  a rate  of  1 
cent  for  each  5 cents  or  major  fraction  there- 
of. On  ticket  sales  by  proprietors  above  the 
regular  price  the  tax  is  50  percent  of  the  excess 
price.  A tax  at  a rate  of  20  percent  is  levied  on 
ticket  sales  outside  the  box  office  on  the  charge 
in  excess  of  the  regular  price  and  on  boxes, 
leased  seats,  and  admission  to  roof  gardens  and 
cabarets.  The  collections  of  the  federal  admissions 
tax  in  the  fiscal  year  1951  were  $413  million. 

The  federal  tax  on  bowling  alleys  at  $20  for 
each  alley  and  on  pool  tables  at  $20  for  each 
table  had  a yield  of  $3.6  million  in  1951.  From 
coin-operated  amusement  and  gambling  devices 
with  charges  graduated  from  $20  to  $250,  a sum 
of  $20.1  million  was  raised.  The  20  percent  tax 
on  club  dues  and  initiation  fees  brought  in  $28.7 
million. 


Table  101 

PENNSYLVANIA  LOCAL  GOVERN- 
MENTS TAXING  AMUSEMENTS* 


Number 

Eligible 

Under 

Act  481 

Number  of 
Local 

Governments 
Using  the 
Amusement 
Tax 

Cities  

49 

35 

Boroughs  

942 

120 

Townships,  1st  Class 

68 

10 

Townships,  2nd  Class 

1,502 

15 

School  Districts  .... 

2,504 

170 

Total  

5,065 

350 

Source : State  Bureau  of  Municipal  Affairs. 

* April  1,  1953. 

Before  considering  the  possibilities  of  a state 
admissions  tax  in  Pennsylvania  as  a source  of 


revenue,  it  should  be  noted  that  on  April  1, 
1953  there  were  350  local  governments  levying 
amusement  taxes  at  various  rates.  A 10  per- 
cent rate  was  the  most  common.  Among  the 
Pennsylvania  local  governments  taxing  amuse- 
ments were  170  school  districts  and  120  bor- 
oughs, as  indicated  in  Table  101.  The  total  reve- 
nue raised  by  the  local  governments  in  the  fiscal 
year  1951  was  $7.5  million,  of  which  Philadelphia 
collected  nearly  $3.1  million  (Table  102). 

Table  102 

LOCAL  AMUSEMENT  TAX  REVENUES 
IN  PENNSYLVANIA 
Fiscal  Year  1951 

Amount  of 
Revenue 
Derived 

Philadelphia  (under  Sterling  Act)  $3,090,416 


Pittsburgh  1,172,358 

3rd  Class  Cities  1,434,813 

Boroughs  719,974 

Townships,  1st  Class  219,354 

School  Districts  858,685 


Total  $7,495,600 


Source : State  Bureau  of  Municipal  Affairs. 

The  federal  government  collected  $24.4  million 
from  its  admissions  and  amusement  taxes  in 
Pennsylvania  in  the  fiscal  year  1950  and  $23.2 
million  in  the  fiscal  year  1951.  This  gives  a clue 
to  what  a state  tax  might  raise  in  revenue. 

Perhaps  a state  tax  at  one-half  the  federal  tax 
rates  wrould  yield  approximately  $10  million  a 
year.  This  would  add  to  the  local  tax  in  many 
communities  as  well  as  the  federal  tax.  In  view 
of  the  fact  that  about  75  percent  of  the  federal 
taxes  are  collected  from  motion  picture  theaters 
and  that  the  movie  industry  has  been  feeling  the 
effects  of  television  competition,  the  yield  of  a 
state  tax  might  suffer  along  with  the  revenues 
from  the  combined  local  and  federal  taxes. 

Pari-Mutuel  and  Other  Racing  Taxes 

The  most  fertile  new  source  of  revenue  which 
the  states  have  found  in  recent  years,  aside  from 
general  income  and  sales  taxes,  is  the  tax  on  pari- 
mutuel betting  at  race  tracks.  According  to  the 
U.  S.  Bureau  of  the  Census,  23  states  obtained 
$136.9  million  from  this  tax  in  the  fiscal  year 
1952.  New  York  secured  the  most  revenue,  or 
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REVENUES  FROM  PARI-MUTUEL  TAXES 
FISCAL  YEAR  1952 

(IN  THOUSANDS) 


VINIDUIA  1S3M 


$33.8  million.  California  raised  $19.2  million,  and 
New  Jersey,  $15.6  million.  Among  the  other 
states  surrounding  Pennsylvania,  Maryland  col- 
lected $6.0  million;  Ohio,  $1.4  million;  and  West 
Virginia,  $1.3  million. 

The  pari-mutuel  taxes  are  of  different  types. 
The  most  common  type  and  the  biggest  source  of 
revenue  is  the  tax  on  the  amount  of  bets.  The 
tax  may  be  imposed  at  a flat  rate  or  at  graduated 
rates.  Flat  rates  of  2 to  10  percent  are  found  in 
nearby  states.  The  other  types  of  pari-mutuel 
taxes  employed  are  described  in  Appendix  XI. 

Some  states  tax  admissions  to  race  tracks  with 
a special  or  general  admissions  tax.  New  \'ork 
taxes  admissions  at  a rate  of  15  percent,  and 
Illinois  at  a rate  of  20  cents  on  each  admission. 

License  charges  are  also  imposed  on  racing  in 
many  states  as  features  of  race  track  regulation 
rather  than  primarily  as  revenues.  The  pari- 
mutuel tax  revenues  of  9 states  in  the  group  of  15 
selected  for  comparative  purposes  in  the  fiscal 
years  1950-1952  are  shown  in  Table  103.  The 
total  revenues  obtained  from  the  taxes  on  racing 
by  several  of  the  states  in  the  group  of  15  in  the 
calendar  year  1951  are  indicated  in  Table  104. 

Table  103 

REVENUES  FROM  PARI-MUTUEL 


TAXES 

Fiscal  Years  1950-1952 
(In  thousands) 


1950 

1951 

1952 

California  

, . $14,855 

$15,859 

$19,209 

Illinois  

7,938 

8,300 

1 1 ,725 

Maryland  

4,569 

4,613 

5,984 

Massachusetts  . . . 

7,888 

9,030 

8,934 

Michigan  

3,385 

3,652 

4.709 

New  Jersey  

1 1 ,706 

12,206 

15,611 

New  York  

. 26,572 

28,348 

33,755 

Ohio  

527 

690 

1,364 

West  Virginia  . . . 

800 

720 

1,316 

Sources:  U.  S.  Bureau  of  the  Census,  “Sources 
of  State  Tax  Revenue  in  1950,’’  “State  Tax  Col- 
lections” for  1951  and  1952. 

The  states  obtain  revenues  from  betting  at 
race  tracks  by  legalizing  and  taxing  the  operation 
of  the  tracks,  in  effect.  The  tracks  are  privately 
owned  and  managed,  under  state  regulation.  Races 
are  scheduled  in  the  different  states  with  a con- 
sideration of  the  racing  rates  in  the  other  states. 

Pennsylvania  could  not  obtain  immediate 


revenues  of  any  great  amount  from  pari-mutuel 
racing.  It  would,  perhaps,  require  a year  or  more 
for  race  tracks  to  Le  provided  and  placed  in  full 
operation. 

If  race  track  betting  were  legalized  and  subject 
to  a pari-mutuel  tax,  after  the  tracks  were  in  full 
operation,  Pennsylvania  could  obtain  an  estimated 
$20  to  $25  million  annually  from  this  source  under 
favorable  conditions.  The  costs  of  tax  administra- 
tion, in  the  light  of  the  experience  of  other  states, 
should  be  relatively  low  and  should  not  exceed 
1 percent  of  the  revenue  collected. 

In  favor  of  state  taxation  of  pari-mutuel  betting 
it  may  be  argued  that  all  of  the  states  surrounding 
Pennsylvania  impose  pari-mutuel  taxes,  that 
many  residents  of  Pennsylvania  patronize  the  race 
tracks  of  other  states,  and  that  considerable 
revenue  could  be  raised.  Against  such  a tax  it 
may  be  argued  that  the  legalization  and  taxation 
of  betting  would  tend  to  encourage  betting  on  the 
part  of  those  who,  for  moral  and  economic  rea- 
sons, should  refrain,  that  betting  is  an  unpro- 
ductive activity  which  merely  transfers  money 
from  the  pockets  of  one  person  to  another,  and 
that  better  and  more  substantial  sources  of 
revenue  are  available  to  the  Commonwealth. 

Per  Capita  Taxes 

The  increased  interest  in  Pennsylvania  in  local 
per  capita  taxes,  as  a result  of  the  broader  taxing 
powers  granted  to  local  governments  by  “Act 
481”  of  1947  and  their  search  for  new  revenues, 
has  suggested  to  some  persons  the  use  by  the 
Commonwealth  of  a state-wide  per  capita  tax.  On 
April  1,  1953  per  capita  taxes  were  being  collected 
by  1,429  local  governments.  In  this  group  were 
1,093  school  districts,  178  boroughs,  149  second 
class  townships,  5 cities,  and  4 first  class  town- 
ships. The  city  of  Pittsburgh  also  imposes  a per 
capita  tax. 

The  local  per  capita  taxes  may  not  exceed  $5 
among  the  second  class  townships  and  $10  among 
other  local  governments  in  Pennsylvania.  The  tax 
rates  are  usually  $5.  Some  are  lesser  amounts 
and  some  are  a flat  $10.  The  total  revenues  col- 
lected in  the  fiscal  year  1950  were  $20,217,540. 

Poll,  or  head,  taxes  are  an  ancient  form  of 
revenue  introduced  into  America  in  the  colonial 
period.  At  one  time  they  provided  substantial 
state  and  local  government  revenues.  In  recent 
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Table  104 

TAX  REVENUES  FROM  RACING 
Calendar  Year — 1951 
(Dollar  Amounts  In  Thousands) 
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decades,  however,  head  taxes  have  tended  to  be- 
come less  important  as  revenues  and  have  been 
abandoned  by  many  of  the  states.  An  illustration 
of  the  state  trend  is  furnished  by  the  1952  Re- 
port of  the  Indiana  Tax  Study  Commission  which 
recommends  that  the  Indiana  state  poll  tax  should 
be  abandoned  and  that  this  field  should  be  left  to 
the  local  governments.  There  the  state  tax  is 
$1.00  for  General  Fund  purposes  and  $0.50  for 
the  public  schools.  The  tax  base  has  deteriorated 
until  it  has  become  limited  to  males  between  the 
ages  of  21  and  50.  The  revenue  obtained  by  the 
state  have  dwindled  to  $790,000  in  1951. 

In  the  fiscal  year  1951  poll  tax  revenues  of 
$6.2  million  were  collected  in  11  states.  Texas 
collected  the  largest  sum,  nearly  $2  million.  Vir- 
ginia obtained  nearly  $1.5  million.  Among  the  15 
states  whose  tax  systems  are  being  compared, 
only  Indiana  and  Virginia  levy  state  per  capita 
taxes.  The  local  governments  in  a number  of 
states  also  impose  poll  taxes,  but  no  recent  data 
are  available  to  indicate  current  collections.  In 
1932,  the  last  year  for  which  local  poll  tax  rev- 
enues are  reported  by  the  Bureau  of  the  Census, 
local  governments  obtained  $13.1  million. 

Pennsylvania  appears  to  be  one  of  the  few 
states  in  which  there  is  a revival  of  interest  in  per 
capita  taxes  as  a source  of  revenue.  The  other 
states  commonly  have  available  other  more  pro- 
ductive sources  of  revenue. 

A state  per  capita  tax  in  Pennsylvania  of  $5  on 
persons  of  21  years  of  age  and  older  would  yield 
approximately  $25  million  a year  if  it  were  effec- 
tively collected.  The  tax  could  be  withheld  by  em- 
ployers from  their  employes.  The  poll  taxes  im- 
posed in  other  states  frequently  have  exemptions. 
Aged  persons,  dependents,  and  veterans  are  those 
most  likely  to  be  exempt. 

The  objections  advanced  against  per  capita 
taxes  are  that  they  tax  rich  and  poor  alike,  re- 
gardless of  wealth  and  income  and  economic  re- 
sponsibilities, that  their  administration  is  only 
partially  effective,  penalizing  those  who  are  caught 
in  the  tax  nets,  and  that  if  per  capita  taxes  are 
imposed  they  should  be  levied  only  by  local  gov- 
ernments. It  is  argued  in  favor  of  per  capita  taxes 
that  the  great  majority  of  citizens  benefit  from 
the  public  schools  and  other  public  services  and 
that  it  is  desirable  for  all  citizens  to  contribute 
directly  to  the  upkeep  of  government  as  a means 


of  keeping  public  expenditures  and  taxes  under 
control. 

The  Meals  Tax 

Massachusetts  levies  a tax  at  a rate  of  5 per- 
cent upon  meals  served  in  commercial  eating 
places,  including  alcoholic  and  other  beverages, 
which  cost  $1.00  or  more.  The  yield  of  the  tax 
in  the  fiscal  year  1952  was  $5.7  million. 

A meals  tax  in  Pennsylvania  similar  to  that  of 
Massachusetts  would  yield  perhaps  $10  million 
a year.  This  would  be  another  type  of  sales  tax. 
By  exempting  meals  costing  less  than  a dollar 
the  burden  of  the  tax  would  largely  be  removed 
from  those  with  modest  incomes  and  would  fall 
on  those  eating  the  more  expensive  meals.  Num- 
erous administrative  problems  would  arise  in  col- 
lecting the  tax  from  the  multitudinous  eating 
places  over  the  state. 

Meals  in  the  states  with  general  sales  taxes  are 
commonly  subject  to  those  taxes,  without  exemp- 
tions for  the  lower  cost  meals.  In  Ohio  the  con- 
sumer tax  of  3 percent  is  thus  applied  to  foods 
consumed  on  the  premises  of  vendors. 

The  Hotel  Tax 

Some  of  the  large  cities  are  imposing  sales  taxes 
upon  room  rentals  of  hotels,  motels,  and  other 
places  renting  rooms.  The  hotel  tax  of  New  York 
City  is  an  example.  It  is  levied  at  a rate  of  5 per- 
cent on  room  rentals  of  $2  or  more  a day.  Other 
cities  in  New  York  are  permitted  to  collect  similar 
taxes.  Two  of  them  were  recently  imposing  room 
rental  taxes. 

In  the  fiscal  year  1951  New  York  City  obtained 
$4.7  million  from  the  tax  on  hotel  room  occu- 
pancy. The  city  is  a large  center  of  transient 
trade,  with  numerous  hotels,  and  the  hotel  tax 
may  be  regarded  as  a tax  which  falls  very  largely 
on  visitors. 

It  is  difficult  to  estimate  the  revenue  which 
Pennsylvania  might  secure  from  a tax  similar  to 
that  of  New  York  City,  with  its  vast  population. 
The  Commonwealth  could  perhaps  raise  approxi- 
mately $3.0  million  from  such  a tax. 

Taxes  on  Consumers’  Utility  Bills 

Suggestions  are  sometimes  advanced  in  Penn- 
sylvania that  a state  tax  should  be  imposed  upon 
certain  or  all  utility  services  purchased  by  con- 
sumers. In  New  York,  cities  are  allowed  to  im- 
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pose  a tax  at  a rate  not  exceeding  3 percent  upon 
such  bills. 

The  present  state  utility  gross  receipts  tax  of 
Pennsylvania,  with  a rate  of  14  mills,  including 
the  8 mill  gross  receipts  tax  on  motor  transporta- 
tion, supplied  revenue  of  $14.1  million  in  the  fiscal 
year  1952.  Gas  is  not  taxed  at  present. 

For  several  years  the  federal  government  taxed 
electricity  for  domestic  and  commercial  consump- 
tion at  a rate  of  3.5  percent.  Collections  of  $7.5 
million  were  obtained  from  the  federal  tax  in 
Pennsylvania  in  the  fiscal  year  1951.  A similar  tax 
in  Pennsylvania  could  probably  raise  a similar 
sum.  This  amount  would  be  increased  by  an  esti- 
mated $4.6  million  a year  if  gas  were  taxed. 

If  a tax  were  imposed  upon  users  of  electricity 
and  gas,  it  could  be  added  to  the  bills  for  service 
and  the  service  rates  would  not  need  to  be  ad- 
justed. A factor  here  of  importance  is  the  com- 
parative treatment  of  electricity  and  gas  furnished 
by  private  and  municipal  plants.  The  federal  tax 
discriminated  against  private  electricity  by  ex- 
empting municipal  and  other  government  current. 
The  discrimination  could  have  been  overcome  by 
extending  the  tax  to  government  electricity,  but 
apparently  Congress  preferred  to  relinquish  the 
tax  altogether,  which  it  did  in  1951.  Another 
question  of  importance  is  the  comparative  tax 
treatment  of  gas,  coal,  and  oil  when  burned  as 
fuel.  Much  gas  is  now  used  for  heating  homes. 

Telephone  and  telegraph  service  is  now  taxed 
by  the  federal  government.  Telephone  calls  are 
taxed  at  a rate  of  15  percent,  excepting  that  long 
distance  calls  costing  over  24  cents,  are  taxed  at 
a rate  of  25  percent.  There  is  also  a 25  percent 
tax  on  leased  wire  service  and  an  8 percent  tax 
on  wire  and  equipment  service  for  stock  quota- 
tions, alarm  service,  and  other  service.  Similar 
taxes  are  applied  to  telegraph  messages.  Federal 
telephone  and  telegraph  tax  collections  in  Penn- 
sylvania in  the  fiscal  year  1951  were  nearly  $40 
million.  The  federal  taxes  apply  to  interstate  com- 
munication ; a state  tax  must,  however,  be  con- 
fined to  intrastate  service.  The  federal  tax  rates 
are  rather  high,  and  the  addition  of  a state  tax 
would  increase  the  tax  burden  still  further.  If  the 
traffic  would  bear  it,  a state  tax  at  a rate  of  5 
percent  on  intrastate  service  would  yield  an  esti- 
mated $8  million  a year. 

The  taxation  of  the  transportation  of  persons 


encounters  additional  complications.  First,  there 
is  a federal  tax  at  a rate  of  15  percent  on  trans- 
portation fares.  This  tax  had  a yield  of  $23.7 
million  in  Pennsylvania  in  the  fiscal  year  1951. 
It  was  imposed  upon  interstate  as  well  as  intra- 
state transportation,  excluding  local  commuting 
service  and  tickets  selling  for  not  over  35  cents. 
Pennsylvania  could  tax  only  intrastate  transporta- 
tion. A second  problem,  peculiar  to  this  field,  is 
that  the  private  automobile  competes  actively  with 
other  means  of  transportation.  As  commercial 
transportation  rates  increase,  the  use  of  the  private 
automobile  also  tends  to  increase. 

The  federal  tax  on  the  transportation  of  prop- 
erty provided  $39.3  million  in  Pennsylvania  in 
the  fiscal  year  1951.  The  tax  was  imposed  at  a 
rate  of  3 percent,  except  that  coal  transportation 
was  taxed  4 cents  a ton.  The  federal  tax  applied 
to  both  interstate  and  intrastate  commerce.  A 
state  tax  on  the  intrastate  transportation  of  per- 
sons or  property  would  have  a much  narrower 
base  than  the  federal  tax  and  at  equivalent  rates 
would  yield  much  smaller  revenue. 

Taxes  on  utility  services  would  raise  business 
as  well  as  consumer  costs.  Since  the  utility  in- 
dustries are  subject  to  rate  regulation,  taxes  on 
their  services  could  be  shifted  immediately  only 
if  the  taxes  were  imposed  upon  the  users  of  their 
services  and  added  to  the  users’  bills. 

The  Taxation  of  Unincorporated  Business 

Partnerships,  unless  they  are  of  the  limited 
type,  and  proprietorships  are  not  required  to  pay 
a state  tax  on  their  capital,  net  income,  or  any 
other  basis  for  the  privilege  of  engaging  in  busi- 
ness in  Pennsylvania  as  unincorporated  firms.  Re- 
cently, in  some  localities,  they  have  been  made 
liable  for  net  income  taxes,  as  in  Philadelphia  and 
other  communities. 

It  has  often  been  urged  in  Pennsylvania  that 
unincorporated  business  like  corporations  should 
be  required  to  pay  a state  privilege  tax.  Partner- 
ships and  proprietorships  have  certain  advantages 
because  of  the  ease  of  formation,  simplicity,  and 
flexibility.  Those  advantages  should  be  reflected  in 
their  earnings.  Unincorporated  enterprises  also 
benefit  from  state  expenditures.  If  corporations 
should  pay  state  taxes  because  they  have  certain 
advantages,  earn  an  income,  and  benefit  from  gov- 
ernmental services,  the  same  logic  would  seem  to 


194 


call  for  the  taxation  of  unincorporated  businesses. 
The  taxes  imposed  might  remain  with  the  owners, 
they  might  be  shifted  on  to  consumers,  or  they 
might  be  shifted  in  some  measure  to  employes,  de- 
pending upon  the  type  of  tax  imposed  and  the 
economic  factors  involved. 

It  has  been  estimated  by  the  U.  S.  Depart- 
ment of  Commerce  that  the  proprietors  of  un- 
incorporated businesses,  professions,  and  farms 
obtained  a total  net  income  of  $2,164  million  in 
1951  from  their  enterprises.  This  does  not  include 
the  rental  income  of  persons  owning  property. 
Federal  data  indicate  estimated  cash  receipts  from 
farm  sales  and  government  payments  in  Pennsyl- 
vania of  $738.7  million  in  1950.  The  federal 
statistics  also  report  that  there  was  254,000  busi- 
ness firms  in  operation  in  Pennsylvania  in  1951. 
Perhaps  40,000  of  these  were  corporations.  There 
were  134,172  farms  operated  by  full  owners  in 
Pennsylvania  in  1945,  13,547  operated  by  part 
owners,  and  1,898  operated  by  managers.  Data  are 
not  available  to  show  the  income  and  the  number 
of  self-employed  professional  persons  in  Pennsyl- 
vania. Among  these  would  be  nonresidents  as  well 
as  residents.  The  total  income  would  undoubtedly 
be  substantial. 

It  may  be  argued  that  the  application  of  local 
taxes  to  the  net  income  of  businesses  and  pro- 
fessions demonstrates  the  practicability  and  pro- 
ductivity of  this  source  of  revenue  and  also  estab- 
lishes a precedent  for  a state  tax.  If  the  Common- 
wealth entered  this  field,  the  local  governments 
would  either  have  to  abandon  it  or  be  permitted 
specifically  by  the  General  Assembly  to  utilize  it, 
since  they  may  not  tax  objects  which  are  taxed 
by  the  Commonwealth.  Another  alternative  would 
be  the  levy  of  a state  tax  which  would  be  shared 
with  the  local  governments  to  offset  their  loss  of 
revenue. 

The  states  having  personal  net  income  taxes 
generally  do  not  impose  a separate  tax  on  the  in- 
come of  unincorporated  businesses  and  professions. 
New  York,  which  has  a graduated  net  income  tax, 
is  an  exception  to  the  rule.  That  state  supple- 
ments the  general  personal  net  income  tax  with  a 
special  tax  on  the  net  income  of  unincorporated 
businesses.  The  two  taxes  are  dovetailed,  with 
some  complications.  A tax  at  a rate  of  3 per- 
cent is  levied  on  the  net  income  of  unincorporated 
businesses.  Each  taxpayer  is  granted  an  annual 


exemption  and  an  additional  salary  allowance  of 
20  percent  of  the  net  income,  up  to  $5,000,  free 
from  tax.  The  major  professions,  such  as  archi- 
tecture, accounting,  medicine,  and  the  law,  are 
exempt.  Farmers  are  also  exempt.  Certain  occu- 
pations which  some  persons  would  regard  as  pro- 
fessional, as  that  of  a consultant  on  corporation 
finance  and  that  of  a real  estate  appraiser,  have 
been  held  by  the  New  York  courts  to  be  tax 
exempt.  Taxable  net  income  is  allocated  to  New 
York  on  the  basis  of  the  accounts  kept  by  the 
taxpayer  or  by  the  use  of  a formula  giving  equal 
weight  to  the  ratios  of  tangible  property,  pay  rolls, 
and  gross  sales  in  New  York  to  the  total  tangible 
property,  pay  rolls,  and  gross  sales. 

The  revenues  from  the  New  York  tax  have 
varied  considerably  from  year  to  year.  The  maxi- 
mum yield  of  $32.8  million  was  attained  in  the 
fiscal  year  1946.  Collections  in  the  fiscal  year  1951 
were  $16.3  million.  The  popularity  of  the  pro- 
prietorship and  partnership  in  New  York  is 
clearly  affected  by  the  burden  of  corporate  taxa- 
tion as  compared  with  that  on  individuals.  When 
federal  corporate  income  tax  rates  have  been 
sharply  advanced  and  when  a federal  excess 
profits  tax  has  been  imposed,  noncorporate  enter- 
prise has  gained  in  popularity.  The  revenues  ob- 
tained have  also  been  affected  by  the  exemptions 
allowed  and  the  level  of  economic  activity.  The 
variability  of  annual  revenues,  because  of  the 
interplay  of  changing  influences,  has  made  the 
forecasting  of  tax  collections  a very  difficult 
problem. 

Connecticut  levies  a gross  income  tax  on  un- 
incorporated trade,  manufacturing,  amusement, 
and  motor  transportation  firms.  This  supplements 
the  corporate  net  income  tax.  The  tax  rates  are 
$0.25  on  each  $1,000  of  gross  income  for  whole- 
salers and  $1.00  for  each  $1,000  of  gross  income 
for  other  taxpayers.  A minimum  annual  tax  of  $5 
is  collected  from  each  concern.  The  revenues  from 
the  tax  were  $1.6  million  in  the  fiscal  year  1951. 

Rhode  Island  employs  a tax  on  the  gross  re- 
ceipts of  unincorporated  trade,  manufacturing, 
amusement,  and  motor  transportation  firms  with 
annual  gross  receipts  of  $5,000  or  more.  The  tax 
rates  are  $1.00  for  each  $1,000  of  gross  receipts 
for  wholesalers  and  $2.00  for  each  $1,000  of  gross 
receipts  for  other  taxpayers.  The  collections  from 
the  tax  were  $1.0  million  in  the  fiscal  year  1951. 
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Neither  Connecticut  nor  Rhode  Island  has  a per- 
sonal income  tax  but  both  states  have  retail  sales 
taxes. 

An  inherent  problem  in  taxing  unincorporated 
business  is  the  difficulty  of  defining  it.  In  a broad 
sense,  all  those  engaged  in  productive  activity  for 
gain  are  in  business.  This  would  include  agricul- 
ture, the  professions,  the  trades,  and  various  serv- 
ice undertakings  as  well  as  retailing,  wholesaling, 
and  manufacturing.  It  would  also  include  those 
who  own  property  and  lease  it  to  others. 

Each  group  of  individuals  seeking  an  income  in 
the  markets  wants  to  be  excluded  from  the  “busi- 
ness” classification.  If  the  group  is  numerous  and 
politically  important,  it  may  be  impracticable  to 
tax  it.  If  the  tax  concentrates  essentially  on  mer- 
cantile and  manufacturing  firms,  they  may  very 
well  feel  that  they  are  being  singled  out  for  dis- 
criminatory taxation.  Some  members  ©f  the  pro- 
fessions, as  well  as  the  successful  in  business,  may 
secure  rather  high  incomes.  Those  engaged  in 
professional  work  are  also  numerous,  and  their 
exemption  reduces  the  revenue  materially. 

A further  difficulty  arises  in  the  treatment  of 
the  self-employed  as  compared  with  those  who  are 
employed  by  others.  A salaried  person  may  have 
a more  regular  and  a larger  income  than  a pro- 
prietor assuming  the  risks  and  responsibilities  of 
ownership  or  a professional  man  operating  in- 
dependently. Why,  then,  should  salaried  persons 
not  be  taxed  ? The  problem  might  be  met  by  allow- 
ing the  owner  of  a business  deductions  to  cover 
the  necessary  salaries,  interest,  and  other  expenses 
that  would  have  to  be  paid  for  hired  managers, 
borrowed  funds,  and  other  essential  items  of  ex- 
pense. In  this  manner,  owners  would  be  taxed 
only  on  ownership  income,  that  is,  income  in  ex- 
cess of  that  ordinarily  obtained  for  similar  services 
by  those  who  are  employed  by  others  or  furnish 
funds  and  other  services.  New  York,  as  pre- 
viously noted,  does  allow  salary  deductions  to  the 
owners  of  unincorporated  firms. 

In  Pennsylvania,  the  uniformity  provision  of 
the  constitution  may  preclude  deductions  to 
owners  of  a business  to  cover  reasonable  salary 
payments  for  their  services.  The  most  that  could 
be  done,  apparently,  is  to  levy  a net,  rather  than 
a gross,  income  tax,  as  suggested  by  the  numer- 
ous local  taxes. 

It  is  difficult  to  estimate  the  revenue  which 


might  be  obtained  in  Pennsylvania  from  a tax  on 
the  gross  or  net  income  of  unincorporated  busi- 
nesses. The  U.  S.  Department  of  Commerce  data 
are  only  estimates  of  the  gross  income  of  unin- 
corporated firms  which  are  prepared  to  measure 
levels  of  economic  activity.  They  are  obviously 
not  estimates  of  the  gross  income  which  would 
be  reported  for  tax  purposes.  The  taxpayers 
would  be  numerous  and  many  of  them  would  be 
nonresidents.  The  Commonwealth  does  not  have 
a personal  net  income  tax  and  lists  of  taxpayers 
could  be  developed  only  with  effort.  For  a year 
or  two  at  least  much  income  would  probably 
escape  taxation. 

Considering  the  difficulties  to  be  overcome,  the 
Commonwealth  would  perhaps  raise  $20.0  million 
a year,  at  a rate  of  1 percent,  from  a net  income 
tax  on  unincorporated  businesses  and  professions, 
without  any  exemptions. 

Summary 

In  this  chapter  a number  of  possible  sources  of 
additional  state  revenue  has  been  mentioned, 
along  with  certain  problems  they  present.  This  is 
not  intended  to  be  a complete  list  of  potential  new 
revenue  sources  but  a list  illustrative  of  the  prob- 
lems encountered  in  seeking  substantial  new  rev- 
enues. The  Tax  Study  Committee  has  endeavored 
to  indicate  the  nature  of  the  revenue  source  with- 
out proposing  that  it  should  or  should  not  be 
adopted. 

1.  The  restoration  of  the  soft  drink  tax,  which 
the  Commonwealth  collected  for  the  four 
years  ending  May  31,  1951,  at  rates  of  1 
cent  on  each  12  fluid  ounces  of  bottled  soft 
drinks  and  3^  cent  on  each  fluid  ounce  of 
syrup  for  soft  drinks  would  provide  ap- 
proximately $14  million  a year  in  new 
revenue.  The  former  soft  drink  tax  was 
objected  to  as  a discriminatory  measure. 

2.  A tax  on  cigars,  chewing  and  smoking 
tobacco,  and  snuff  at  rates  similar  to  the 
federal  rates  would  raise  approximately  $4 
million  a year.  The  federal  tax  on  cigars 
is  graduated  from  $2.50  per  thousand  for 
cigars  retailing  at  not  over  2 34  cents  up 
to  $20  per  thousand  for  cigars  retailing  at 
a price  over  20  cents  and  weighing 
over  3 pounds  per  thousand.  Lighter  cigars 
are  taxed  at  a rate  of  $0.75  a thousand. 
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Other  tobacco  is  taxed  at  a rate  of  10  cents 
a pound. 

3.  A general  state  tax  on  amusements  at  rates 
one-half  of  the  federal  tax  would  raise  ap- 
proximately $10  million  a year,  depending 
upon  the  extent  to  which  the  demand  for 
amusements  was  affected.  The  federal  ad- 
missions tax  is  levied  at  a basic  rate  of  1 
cent  on  each  5 cents  or  major  fraction 
thereof  paid  for  admissions.  Bowling 
alleys,  billiard  tables,  amusement  and 
gambling  devices,  and  club  and  initiation 
fees  are  also  taxed  by  the  federal  govern- 
ment. Federal  collections  from  the  various 
admissions  and  amusement  taxes  in  Penn- 
sylvania were  $23.2  million  in  the  fiscal 
year  1951. 

A state  amusement  tax  would  encounter 
some  complications.  In  addition  to  the 
rather  heavy  federal  tax,  there  are  350 
local  governments  taxing  admissions,  com- 
monly at  a rate  of  10  percent.  About  75 
percent  of  the  federal  tax  is  collected  from 
motion  picture  theaters,  which  are  now  ex- 
periencing considerable  competition  from 
television.  An  added  state  tax  might,  there- 
fore, have  an  appreciable  effect  upon  the 
demand  for  certain  admissions. 

4.  The  most  fertile  new  source  of  revenue 
which  the  states  have  recently  developed, 
aside  from  general  income  and  sales  taxes, 
is  the  tax  on  pari-mutuel  betting  at  race 
tracks.  New  York  obtained  $33.8  million 
from  a pari-mutuel  tax  in  the  fiscal  year 
1952;  New  Jersey,  $15.6  million. 

It  would  require,  perhaps,  a year  or  more 
for  race  tracks  and  racing  schedules  to  be 
placed  in  full  operation  in  Pennsylvania, 
if  they  were  legalized.  A tax  on  pari- 
mutuel betting  coidd  raise  $20  to  $25  mil- 
lion in  revenue  a year  after  full  scale  op- 
erations were  attained  under  favorable  con- 
ditions. All  the  states  surrounding  Penn- 
sylvania tax  pari-mutuel  betting.  It  may 
be  argued  against  a tax  on  betting  at  race 
tracks,  however,  that  it  would  encourage 
betting  by  those  who  for  moral  or  eco- 
nomic reasons  should  refrain,  that  betting 
is  an  unproductive  activity  which  merely 
transfers  money  from  the  pockets  of  one 


person  to  another,  and  that  better  and 
more  substantial  sources  of  revenue  are 
available  to  the  Commonwealth. 

5.  A state  per  capita  tax  at  a rate  of  $5  on  all 
persons  of  21  years  of  age  and  older  would 
yield  approximately  $25  million  a year  if 
it  were  effectively  enforced.  Other  states 
have  tended  to  abandon  poll  taxes  and  to 
leave  them  to  local  governments  as  sources 
of  revenue.  On  April  1,  1953,  there  were 
1,429  local  governments  imposing  per 
capita  taxes  under  the  powers  granted  by 
“Act  481.”  Pittsburgh  also  collects  a per 
capita  tax.  Many  of  the  taxes  are  $5  a 
person,  some  are  lower,  and  some  are  $10. 

6.  A meals  tax  of  the  Massachusetts  variety, 
which  levies  a 5 percent  sales  tax  on  meals, 
including  alcoholic  and  other  beverages, 
which  costs  $1.00  or  more,  ivould  yield  an 
estimated  $10  million  a year  in  Pennsyl- 
vania. Meals  are  usually  not  subject  to 
special  taxation.  They  are  commonly  taxed, 
however,  by  those  states  imposing  general 
sales  taxes. 

7.  A tax  on  hotel  room  rentals  exceeding 
$2.00,  imposed  at  a rate  of  5 percent, 
furnished  New  York  City  with  $4.7  mil- 
lion in  revenue  in  the  fiscal  year  1951.  A 
similar  tax  in  Pennsylvania,  applied  to 
room  rentals  paid  to  hotels,  motels,  and 
other  commercial  rooming  places,  would 
perhaps  yield  $3.0  million  a year. 

8.  A tax  on  the  bills  of  domestic  and  com- 
mercial users  of  electricity  and  gas  at  a 
rate  of  3.5  percent  would  supply  an  esti- 
mated $12.1  million  a year.  At  the  present 
time  a gross  receipts  tax  is  imposed  upon 
utilities.  The  basic  rate  of  8 mills  and  an 
emergency  additional  rate  of  6 mills,  add 
to  a total  rate  of  14  mills,  or  1.4  percent. 
The  utility  gross  receipts  tax,  including 
the  8 mill  gross  receipts  tax  on  motor 
transportation,  had  a yield  of  $14.1 
million  in  the  fiscal  year  1952.  Gas  was 
not  taxed. 

9.  A tax  on  intrastate  telephone  and  telegraph 
service  at  a rate  of  5 percent  would  yield 
an  annual  estimated  revenue  of  $8  million 
a year.  Additional  revenue  could  be  ob- 
tained from  taxes  on  intrastate  transporta- 
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tion  of  persons  and  property. 

Taxes  on  utility  services  would  raise 
business  as  well  as  consumer  costs.  Sub- 
stantial federal  taxes  are  already  being  im- 
posed upon  telephone  and  telegraph  service 
and  upon  transportation.  Additional  state 
taxation  would  add  to  the  present  heavy 
burdens  on  the  users  of  these  services. 


10.  A tax  on  the  net  income  of  unincorp orated 
businesses  and  professions  at  a rate  of  1 
percent  zvould  yield  an  estimated  annual 
revenue  of  approximately  $20  million. 
Corporations  are  subject  to  both  a net  in- 
come and  a capital  stock  tax  which  unin- 
corporated firms  escape. 
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CHAPTER  XII 

THE  STATE  GENERAL  SALES  TAXES 


STATE  SALES  TAXES  are  of  two  types, 
those  imposed  upon  selected  commodities, 
such  as  alcohol,  cigarettes,  and  gasoline,  and 
those  imposed  upon  commodities  in  general,  some- 
times including  services.  The  term  “General  Sales 
Tax”  will  be  employed  here  to  include  the  four 
varieties  of  general  commodity  taxation,  classified 
according  to  the  stage  of  economic  activity  at 
which  they  are  applied,  as  follows : 

1.  The  taxes  levied  at  the  retail  level  by  24 
states. 

2.  The  taxes  levied  at  the  wholesale  as  well  as 
the  retail  level  by  2 states. 

3.  The  tax  levied  on  manufacturing  in  addition 
to  wholesaling  and  retailing  by  1 state. 

4.  The  taxes  levied  on  other  stages  in  the  busi- 
ness process  as  well  as  manufacturing, 
wholesaling,  and  retailing,  by  6 states. 

The  general  sales  taxes  collected  by  33  states 
in  1952  supplied  more  revenue  to  the  states,  in 
the  aggregate,  than  any  other  tax,  according  to 
the  U.  S.  Bureau  of  the  Census.  Collections  from 
the  general  sales  taxes,  not  including  the  current 
collections  of  the  low-rate  Delaware  and  Virginia 
license  taxes  which  were  related  to  sales, 
amounted  to  $2.2  billion,  or  22.7  percent  of  the 
total  tax  collections,  excluding  unemployment 
taxes,  in  the  48  states.  Major  tax  collections  are 
summarized  in  Table  105. 

The  collections  of  the  state  general  sales  taxes 
usually  are  paid  into  the  general  fund.  There 
are  several  states,  however,  which  earmark  all 
or  a substantial  part  of  the  collections  for  schools, 


including  California,  New  Mexico,  North  Caro- 
lina, Tennessee,  and  West  Virginia.  Several 
states,  among  them  Michigan  and  Ohio,  turn  over 
a considerable  sum  for  support  of  local  govern- 
ments. In  4 states  the  tax  collections  are  devoted 
to  financing  welfare  expenditures. 

Development  of  General  Sales  Taxes 

The  antecedents  of  the  state  general  sales  taxes 
may  be  found  in  the  early  license  taxes  imposed 
upon  merchants  in  Pennsylvania  and  Virginia. 
The  mercantile  license  tax  of  Pennsylvania  has 
been  traced  back  to  a law  of  1821  which  levied  a 
license  tax  on  retailers  selling  foreign  merchan- 
dise. The  tax  was  subsequently  extended  to  whole- 
salers, and  broadened  to  cover  most  types  of  re- 
tailing. After  many  years  of  ineffective  collection 
by  the  county  treasurers,  the  tax  was  abandoned 
in  1944.  Virginia  initiated  license  taxes  on  whole- 
salers and  retailers  in  1843,  with  tax  payments 
graduated  according  to  gross  sales.  Delaware  im- 
posed a license  tax  on  wholesalers  and  retailers 
in  1852  which  was  related  to  the  cost  of  the 
merchandise  sold  and  subsequently  extended  the 
tax  to  manufacturers. 

The  first  modern  state  general  sales  tax  was 
adopted  in  West  Virginia  in  1921,  when  a tax 
was  laid  on  the  gross  receipts  from  sales  of  the 
various  types  of  business  enterprise  classified  for 
taxation  at  different  rates.  The  agitation  after 
World  War  I for  the  adoption  of  a general  fed- 
eral sales  tax  failed,  but  apparently  the 
popular  debates  over  the  tax  had  some  influence 
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Table  105 


STATE  TAX  COLLECTIONS  FROM  MAJOR  SOURCES 

Fiscal  Year  1952 


Tax 


(In  millions;  excluding  unemployment  taxes) 

Number  of  Percent  of 

States  Using  Total  Taxes 

Tax  Collections  of  48  States 


General  sales  (a)  

Motor  fuel  

Motor  vehicle  and  operators’  licenses  .... 

Personal  net  income  (b)  

Corporation  net  income  (c)  

Alcoholic  beverage,  excluding  store  profits 

Tobacco  products  

Property  

Severance  

Death  and  gift  

Other  taxes  

Total  Taxes 


33 

$2,229 

22.7% 

48 

1,871 

19.0 

48 

924 

9.4 

29 

905 

9.2: 

33 

830 

8.4 

48 

519 

5.3 

41 

449 

4.5 

45 

370 

3.8 

24 

272 

2.8 

47 

211 

2.1 

48 

1,258 

12.8 

48 

$9,838 

100.0% 

Source:  U.  S.  Bureau  of  the  Census,  “State  Tax  Collections  in  1952.” 

(a)  Does  not  include  license  taxes  related  to  sales  in  Delaware  and  Virginia. 

(b)  Includes  corporate  net  income  tax  collections  in  several  states. 

(c)  Includes  unincorporated  net  income  tax  collections. 


on  thinking  in  West  Virginia.  It  was  not  until 
the  depressed  1930’s,  however,  that  the  states  in 
numbers  turned  to  general  sales  taxes  as  new 
sources  of  revenue.  Revenues  from  other  taxes 
fell  off  during  the  depression  and  there  were  de- 
mands for  property  tax  relief.  Some  of  the  emer- 
gency taxes,  as  in  Pennsylvania  and  New  York, 
were  abandoned  after  a brief  experiment.  But 
during  the  1930’s  new  taxes  were  adopted  and 
are  still  in  effect  in  22  states.  Some  additional 
states  enacted  general  sales  taxes  in  1947  to  ob- 
tain needed  new  revenues  in  the  postwar  period 
of  expanding  expenditures,  and  other  states  fol- 
lowed in  1949  and  1951.  The  nature  of  the  state 
general  sales  taxes  and  the  revenues  collected 
in  the  fiscal  year  1952  are  indicated  in  Table  106. 

General  sales  and  personal  income  taxes  may 
be  employed  in  the  state  revenue  system  as  sup- 
plements to  each  other,  as  in  the  21  states  im- 
posing both  types  of  taxes  in  1952.  Except  in 
Indiana,  where  a gross  income  tax  was  levied, 
these  states  collected  general  personal  net  income 
taxes.  Among  these  states  the  general  sales  tax, 
with  only  a few  exceptions,  produced  more  rev- 
enue than  the  income  tax  because  of  its  broader 
base  and  its  great  yield  at  a rate  of  2 or  3 per- 
cent. A general  sales  tax,  like  a personal  income 


tax,  may  be  used  to  collect  substantial  revenues 
from  nonresidents  who  engage  in  taxable  activity 
within  the  taxing  state.  However,  taxes  on  sales 
can  be  avoided  by  nonresidents  by  having  their 
purchases  delivered  into  the  state  of  residence 
because  of  the  federal  constitutional  barrier  to 
taxing  exports  from  one  state  to  another.  This 
will  save  taxes  if  the  home  state  does  not  have  a 
similar  sales  tax  with  a supplementary  use  tax 
on  imports  from  other  states  to  catch  those  pur- 
chasing in  other  states.  But,  by  having  goods  de- 
livered into  his  home  state,  the  nonresident  may 
have  to  incur  delivery  charges  which  he  could 
avoid  by  taking  with  him  merchandise  he  per- 
sonally selects. 

Features  of  State  General  Sales  Taxes 

Some  of  the  important  features  of  the  state 
general  sales  taxes  may  be  summarized.  These 
taxes  are  imposed,  in  the  economic  sense,  upon 
the  sales  or  purchases  of  tangible  personal  prop- 
erty. Many  of  them  tax  utility  services,  par- 
ticularly gas,  electricity,  telephone,  and  telegraph 
service.  Many  also  are  levied  on  amusements.  The 
six  states  with  gross  income  taxes  apply  them  to 
numerous  services  as  well  as  commodities. 

As  to  legal  incidence,  the  general  sales  taxes 
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Table  106- A 

STATE  GENERAL  SALES  TAXES  IN  1952 


State  Type  of  Present  Tax 


1 Alabama Gross  Proceeds  From  Retail  Sales 

2 Arizona  Occupational,  Gross  Income 

3 Arkansas  Gross  Proceeds  From  Retail  Sales 

4 California Gross  Receipts  From  Retail  Sales 

5 Colorado  Retail  Sales 

6 Connecticut  Gross  Receipts  From  Retail  Sales 

7 Delaware  Merchants’  and  Manufacturers’  License  (d) 

8 Florida  (a)  Retail  Sales 

9 Georgia Retail  Sales 

10  Illinois  Occupational,  Gross  Receipts  From  Retail  Sales 

11  Indiana Gross  Income 

12  Iowa Gross  Receipts  From  Retail  Sales 

13  Kansas  Gross  Receipts  From  Retail  Sales 

14  Louisiana  (b)  Retail  Sales 

15  Maine Retail  Sales 

16  Maryland  (c)  Retail  Sales 

17  Michigan  Occupational,  Gross  Receipts  From  Retail  Sales 

18  Mississippi Occupational,  Gross  Income 

19  Missouri  Retail  Price  Paid  by  Purchaser 

20  New  Mexico  Occupational,  Gross  Income  and  Gross  Receipts 

21  North  Carolina  Occupational,  Gross  Sales  of  Wholesalers  and  Retailers 

22  North  Dakota  Gross  Receipts  From  Retail  Sales 

23  Ohio  Retail  Sales  Price 

24  Oklahoma  Gross  Receipts  From  Retail  Sales 

25  Rhode  Island  Retail  Sales  Price 

26  South  Carolina  Gross  Proceeds  From  Retail  Sales 

27  South  Dakota  Occupational,  Gross  Receipts  From  Retail  Sales 

28  Tennessee  Retail  Sales 

29  Utah Retail  Sales 

30  Virginia  Merchants’  License 

31  Washington Occupational,  Gross  Proceeds  From  Sales,  and  Gross  Income,  Retail  Sales 

32  West  Virginia  Occupational,  Gross  Income,  Gross  Proceeds  From  Retail  Sales  Price 

33  Wyoming  Retail  Sales 


Source:  Tax  Institute,  Inc.,  Tax  Policy,  “Two  Decades  of  State  Sales  Taxes,”  May,  1952  and  Com- 
merce Clearing  House,  Inc. 

(a)  Previous  sales  tax  adopted  in  1935. 

(b)  Previous  sales  tax  adopted  in  1936  and  repealed  in  1940. 

(c)  Previous  sales  tax  adopted  in  1935. 

(d)  For  merchants,  on  aggregate  cost  of  merchandise  in  excess  of  $5,000  plus  a nominal  fee.  For 
manufacturers,  $5  plus  1/40  of  1%  of  aggregate  gross  receipts. 
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Table  106-B 


STATE  GENERAL  SALES  TAXES  IN  1952 


Collections 

Original 

Current 

Fiscal  Year 

Originally 

Rate  on 

Rate  on 

1952 

State 

Adopted 

Retailers 

Retailers 

(In  thousands) 

1 Alabama  

1936 

1/2 

3 

$ 37,165 

2 Arizona  

1933 

1/ 

2 (d) 

22,246 

3 Arkansas  

1935 

2 

2 

27,569 

4 California 

1933 

1/ 

3 

416,494 

5 Colorado 

1935 

2 

2 

30,986 

6 Connecticut  

1947 

3 

2(e) 

35,164 

7 Delaware  

1852 

1/10 

317  (h), 

8 Florida  (a)  

1949 

3 

3 

54.115 

9 Georgia 

1951 

3 

3 

93,654 

10  Illinois  

1933 

2 

2(f) 

H 

191,934 

11  Indiana  

1933 

z 

(i) 

12  Iowa  

1934 

2 

2 

59,289 

13  Kansas  

1937 

2 

2 

44,684 

14  Louisiana  (b)  

1936 

2 

2 

54,288 

1 5 Maine  

1951 

2 

2 

11,212 

16  Maryland  (c)  

1947 

2 

2 

29,246 

17  Michigan  

1933 

3 

3 

245,660 

18  Mississippi  

1930 

Z 

2(d) 

30,864 

19  Missouri  

1934 

% 

9 

83,287 

20  New  Mexico  

1933 

2 

2 (d) 

22,618 

21  North  Carolina  

1933 

3 

3 

51,821 

22  North  Dakota  

1935 

2 

2 

12,290 

23  Ohio  

1935 

3 

3 

165,246 

24  Oklahoma  

1933 

1 

2 

40,990 

25  Rhode  Island  

1947 

1 

2 

12.526 

26  South  Carolina  

1951 

3 

3 

37,581 

27  South  Dakota  

1933 

1 

2 

16,137 

28  Tennessee  

1947 

2 

2 

50,022 

29  Utah  

1933 

% 

2 

16,890 

30  Virginia  

1843 

■■  (g) 

. . 

9,676  (j) 

31  Washington  

1933 

1935 

y2 

2 

3/10  (d)\ 
3 1 

Z(d)  { 

I ( 

135.230 

32  West  Virginia 

1921 

1934 

1/5— 2/5 

2 

65,535 

33  Wyoming  

1935 

2 

7.804 

Source : Tax  Institute,  Inc., 
Commerce  Clearing  House, 

Tax 

Inc. 

Policy,  “Two  Decades  of  State 

Sales  Taxes,” 

May,  1952  and 

(a)  Previous  sales  tax  adopted  in  1935. 

(b)  Previous  sales  tax  adopted  in  1936  and  repealed  in  1940. 

(c)  Previous  sales  tax  adopted  in  1935. 

(d)  Other  rates  apply  to  certain  other  businesses. 

(e)  Unincorporated  mercantile  businesses  also  pay  $1  per  $1,000  of  gross  income. 

(f)  On  98%  of  sales. 

(g)  Tax  of  $10  upon  gross  sales  of  retailers  not  exceeding  $1,000,  $20,  on  sales  up  to  $2,000,  and  $20 

plus  20  cents  for  every  $100  of  gross  sales  over  $2,000.  A different  schedule  applies  to  gross 

purchases  of  wholesalers,  with  a maximum  tax  of  $50  plus  20  cents  on  every  $100  of  purchases 
over  $10,000. 

(h)  Revenue  in  fiscal  year  1951. 

(i)  Not  available. 

(j)  Includes  collections  from  both  business  license  taxes  and  merchants’  license  taxes  in  fiscal  year 

1951. 
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may  be  imposed  on  the  seller  or  the  purchaser. 
As  a rule  the  state  laws  require  the  seller  to  pass 
the  tax  on  to  the  buyer.  In  some  instances  the 
vendor  is  allowed  to  pass  the  tax  on  even  though 
the  law  does  not  require  it.  In  Indiana  and  New 
Mexico,  where  gross  income  taxes  are  enforced, 
it  is  left  to  the  vendor  and  vendee  to  work  out 
the  incidence  of  the  tax,  and  in  the  latter  state  a 
method  of  bracketing  prices  into  classes  for  tax 
shifting  purposes  is  allowed  to  exist. 

A general  sales  tax  may  be  imposed  legally  as 
a license  or  occupation  tax  on  the  privilege  to 
engage  in  the  taxed  business.  The  value  of  the 
privilege  is  then  measured  by  gross  sales  or  gross 
receipts  from  sales.  The  former  Pennsylvania 
state  mercantile  license  tax  and  the  mercantile 
license  taxes  now  collected  by  some  Pennsylvania 
local  governments  are  examples  of  license  taxes 
which  are  related  to  sales. 

The  tax  paid  by  the  seller  to  the  taxing  gov- 
ernment may  be  related  (1)  to  gross  sales,  (2)  to 
the  gross  receipts,  proceeds,  or  income  from  sales, 
as  defined  in  the  state  laws,  or  (3)  to  the  price 
paid  by  the  purchaser  for  each  item.  Gross  sales 
tend  to  include  the  full  selling  prices  of  taxed 
commodities,  even  if  the  sale  is  a credit  sale  and 
there  is  no  down  payment  or  only  a partial  pay- 
ment. Gross  receipts  and  proceeds  from  sales 
generally  include  only  the  amount  of  money  re- 
ceived by  the  vendor,  and  not  the  total  selling 
price  of  credit  sales  until  it  is  paid.  Gross  income 
may,  in  effect,  be  gross  receipts  from  sales,  but 
these  terms  are  defined  somewhat  differently 
among  the  states.  Adjustments  are  almost  always 
made  in  the  various  types  of  general  sales  taxes 
for  the  value  of  returned  merchandise  and  allow- 
ances for  merchandise  found  by  customers  to  be 
unsatisfactory. 

The  exemptions  from  the  general  sales  taxes 
vary  considerably.  Nine  states  provide  exemptions 
for  food  consumed  off  the  premises  of  vendors. 
Several  states  exempt  fuel.  Motor  fuel  is  exempt 
in  nearly  all  of  the  states,  no  doubt  because  it  is 
specially  taxed  and  also  because  the  proceeds  can- 
not be  used  for  general  fund  functions.  Cigar- 
ettes and  alcohol  are  commonly  exempt  but  are 
taxed  in  a considerable  number  of  states.  Sales 
to  the  federal  government  and  the  state  govern- 
ment imposing  the  tax  as  well  as  the  local  sub- 
divisions of  that  state  are  customarily  exempt. 


Sales  to  educational,  charitable,  religious,  and 
other  nonprofit  institutions  are  exempt  in  a num- 
ber of  states.  Sales  by  farmers  of  their  produce 
are  conventionally  exempt,  as  are  sales  of  feed, 
seed,  and  fertilizer.  Casual  sales  which  are  not 
made  in  the  course  of  trade  or  business  are  also 
usually  exempt. 

The  taxes  imposed  upon  retailing  exclude  sales 
of  goods  for  resale.  Sales  for  resale  generally  in- 
clude sales  of  goods  which  become  component 
parts  of  a product  which  is  subsequently  sold. 
Machinery  and  other  articles  employed  in  business 
are  generally  taxed. 

Nearly  all  of  the  states  supplement  their  gen- 
eral sales  taxes  with  “use  taxes”  levied  on  the 
use,  purchase,  or  storage  of  goods  imported  from 
other  states.  The  purpose  of  the  “compensating 
use  taxes”  is  to  avoid  discriminations  against  sales 
by  domestic  firms  and  to  close  loopholes  for  tax 
avoidance.  The  United  States  Supreme  Court  has 
held  that  a state  cannot  tax  imports  from  other 
states  unless  the  state  statute  specifically  imposes 
a tax  upon  them  as  a supplement  to  the  sales  tax. 
A use  tax  cannot  restrict  interstate  commerce 
unduly,  by  implication.  The  revenues  obtained 
from  the  use  taxes,  which  are  frequently  quite 
difficult  to  enforce,  are  not  large,  but  the  taxes  are 
necessary  measures  to  protect  the  revenues  from 
the  general  sales  taxes. 

A general  sales  tax  may  or  may  not  be  deduct- 
ible by  consumers  in  computing  their  income  for 
federal  taxation.  As  explained  in  one  tax  manual, 
“All  retail  sales  taxes  are  deductible  by  the  con- 
sumer if  separately  stated  and  passed  on  by  the 
retailer.”  1 In  the  states  specifically  imposing  sales 
taxes  on  purchasers,  the  amount  of  the  tax  is  not 
included  in  the  taxable  sales  of  vendors,  but  is 
considered  to  be  an  addition  to  the  prices  charged. 
In  Indiana,  where  the  gross  income  tax  is  levied 
on  vendors  who  may  or  may  not  arrange  with 
purchasers  to  pay  the  tax,  the  tax  is  a business 
expense  if  it  is  not  separately  passed  on  to  buyers. 
As  previously  explained,  the  states  generally  pro- 
vide for  the  shifting  of  the  tax  by  vendors  to 
vendees.  No  states  prohibit  the  shifting  of  the 
tax.  The  point  here  is,  however,  that  the  tax 

1 Commerce  Clearing  House,  Inc.,  “U.  S. 
Master  Tax  Guide,”  p.  39,  1953. 
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must  be  separately  charged  if  it  is  to  be  a de- 
ductible item  for  consumers  in  determining  their 
net  incomes  for  federal  taxation. 

Costs  of  Administration 

The  cost  of  administering  a general  sales  tax 
will  vary  with  the  efficiency  of  enforcement,  the 
concentration  and  number  of  taxpayers,  the 
volume  of  taxable  sales,  and  other  factors.  A sum- 
mary of  administrative  costs  among  the  states  for 
the  year  1948  showed  a range  of  costs  to  revenues 
from  0.9  to  2.2  percent  and  an  average  of  1.5 
percent.  Costs  have  recently  been  declining  in 
relation  to  the  expanding  volume  of  tax  col- 
lections.2 

It  would  be  instructive  to  compare  the  costs  of 
administering  general  sales  and  the  costs  of  ad- 
ministering personal  income  taxes,  if  they  were 
available.  Unfortunately,  comparable  data  are  of 
only  limited  availability.  New  York  State,  how- 
ever, has  an  estimated  administrative  cost  of  ap- 
proximately 1.5  percent  of  personal  net  income 
tax  collections.  Such  data  as  are  available  indicate 
that  the  costs  of  administering  general  sales  taxes 
and  personal  income  taxes  may  be  approximately 
equal. 

Burden  of  a General  Sales  Tax  on  Consumers 

It  is  commonly  agreed  that  the  various  types  of 
sales  taxes,  whether  they  are  imposed  upon  such 
selected  articles  as  alcohol,  cigarettes,  or  gasoline, 
or  on  commodities  and  services  in  general,  are 
usually  shifted  along  to  consumers  in  higher 
prices.  It  is  also  known  that  there  are  frequent 
obstacles  to  tax  shifting  and  in  many  situations 
sellers  will  have  to  absorb  much  or  even  all  of  the 
tax.  It  is  a general  tendency,  however,  for  these 
taxes  to  be  shifted  to  consumers.  The  taxes  thus 
become  the  contributions  of  the  citizens  for  the 
upkeep  of  the  public  schools  and  the  support  of 
the  other  governmental  services  which  are  pre- 
sumably of  general  benefit  to  the  community. 

Assuming  that  a general  sales  tax  is  shifted 
entirely  or  very  substantially  to  consumers,  it 
will  burden  individuals  and  families  differently, 
depending  upon  their  incomes,  spending  habits, 
and  other  factors.  If  every  consumer  expenditure 


were  taxed,  whether  it  were  for  goods  or  services, 
the  tax  would  hit  every  dollar  of  income  of  those 
who  were  compelled  to  pay  out  that  income  to 
meet  their  needs  as  consumers.  It  would  also  fall 
on  the  spending  of  savings,  borrowed  funds,  and 
public  assistance  aid.  At  the  top  of  the  income 
scale,  a wealthy  family  which  saved  a considerable 
part  of  its  income  would  be  taxed  on  only  part 
of  that  income.  The  ratio  of  sales  tax  payments 
to  income  would  plainly  be  higher  at  the  bottom 
of  the  income  scale  than  at  the  top.  Such  a tax 
would  therefore  be  regressive  in  its  burdens. 

The  regressivity  of  sales  tax  burdens  can  largely 
be  removed  if  expenditures  for  food  are  excluded 
from  taxation.  This  is  true  because  the  lower  in- 
come families  and  individuals  usually  spend  a 
larger  part  of  their  incomes  for  food  than  those 
with  higher  incomes.  The  greater  importance  of 
food  expenditures  among  those  with  lower  in- 
comes is  illustrated  by  the  data  assembled  by  the 
U.  S.  Bureau  of  Labor  Statistics  concern- 
ing family  and  individual  expenditures  in  103 
cities  in  1944.  In  this  study  it  was  found  that  the 
ratio  of  food  expenditures  decreased  from  39.0 
percent  of  the  total  expenditures  for  those  with 
incomes  below  $500  to  30.6  percent  for  those 
with  incomes  of  $5,000  and  over.  The  expendi- 
tures for  food  for  home  consumption  declined 
from  35.0  percent  to  23.8  percent  of  the  total  ex- 
penditures. As  indicated  in  Table  107,  the  ratios 
of  food  expenditures  for  home  use  declined  from 

Table  107 

RATIOS  OF  EXPENDITURES  FOR  FOOD 
FOR  HOME  USE  TO  AVERAGE  MONEY 
INCOMES  OF  FAMILIES  AND 
INDIVIDUALS  IN  103  CITIES 
IN  1944 


Average  Money 
Income  Class 

Percent  Expended  for 
Food  for  Home  Use 

$ 787 

39.1% 

1,313 

26.8 

1,893 

26.9 

2,449 

25.3 

3,030 

24.6 

3,888 

22.1 

4,970 

18.9 

9,991 

10.3 

2 Report  of  California  Senate  Interim  Committee 
on  State  and  Local  Taxation,  part  III,  p.  55,  1951. 
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Sources : U.  S.  Bureau  of  Labor  Statistics  and 
Report  of  California  Senate  Interim  Committee 
on  State  and  Local  Taxation,  part  III,  p.  64,  1951. 
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39.1  percent  of  average  money  income  at  the 
bottom  of  the  income  scale  to  10.3  percent  of 
average  money  income  at  the  highest  level  studied. 

Tax  Burdens  on  Urban  Families  in 
Pennsylvania 

In  an  effort  to  obtain  as  accurate  an  estimate 
as  possible  of  the  possible  burdens  of  a general 
sales  tax,  in  the  event  that  such  a tax  would  be 
enacted,  tbe  Tax  Study  Committe  has  secured 
the  latest  available  data  from  the  U.  S.  Bureau 
of  Labor  Statistics  concerning  family  expendi- 
tures. On  the  basis  of  the  expenditure  data  for 
578  families  of  two  or  more  persons,  in  Phila- 
delphia and  Pittsburgh,  estimates  have  been  pre- 
pared of  the  burden  of  a 2 percent  retail  sales  tax 
on  those  families.  The  expenditure  data  relate  to 
1950  and  were  assembled  by  the  Bureau  of  Labor 
Statistics  as  part  of  its  continuing  program  of 
studying  living  costs  and  consumer  expenditures. 
In  assembling  the  data,  the  Bureau  has  used 
modern  statistical  techniques  to  assure  their 
accuracy.  The  data,  as  yet  unpublished,  are  used 
with  the  permission  of  the  Bureau.1 

Using  the  family  expenditure  data  for  1950, 
the  Staff  of  the  Committee  calculated  the  impact 
of  a 2 percent  retail  sales  tax  on  those  families, 
assuming  for  illustrative  purposes  that  the  tax 
would  be  fully  shifted.  It  was  not  possible,  be- 
cause of  the  lack  of  data,  to  estimate  the  indirect 
sales  taxes  these  families  would  pay  in  purchasing 
items  not  subject  to  taxation  at  the  retail  level 
whose  prices  were  affected  indirectly  by  the  pay- 
ment of  sales  taxes  by  business  firms  in  their 
purchases.  On  the  other  hand,  in  assuming  that 
the  entire  direct  sales  tax  was  shifted  to  con- 
sumers on  their  purchases,  there  may  be  some 
exaggeration  of  the  taxes  they  would  directly  pay 
in  buying  taxable  commodities  from  retailers. 

In  Table  108  the  aggregate  expenditure  data 
for  the  578  families  of  two  or  more  persons  are 


1 The  data  were  collected  in  connection  with 
the  Survey  o}  Consumer  Expenditures  by  the 
Bureau  in  Philadelphia  and  Pittsburgh  in  1950. 
The  purpose  of  the  survey  and  the  methods  fol- 
lowed in  assembling  the  data  are  indicated  in 
Monthly  Labor  Review,  January  1951,  pages 
56-59,  in  the  article,  “Consumer  Expenditures 
Study,  1950.” 


summarized  and  the  assumptions  as  to  taxability 
of  expenditures  in  each  of  several  cases  studied 
are  noted.  In  each  case  it  is  assumed  that  alcohol, 
gasoline,  and  cigarettes,  which  are  subject  to  spe- 
cial state  sales  taxes,  would  be  exempt  from  a 
general  retail  sales  tax.  Starting  out  with  a tax  on 
sales  of  tangible  personal  property  from  which  all 
food  sales  are  exempt,  the  analysis  proceeds  to 
investigate  the  effects  of  adding  various  com- 
modities and  services  to  the  tax  base.  In  every 
case  it  is  assumed  that  rentals  for  living  quarters 
and  payments  for  the  purchase  of  homes  would 
be  exempt  from  a retail  sales  tax.  It  is  also  as- 
sumed, merely  for  illustrative  purposes,  that  sales 
of  light,  refrigeration,  water,  admissions,  and 
periodicals  would  be  exempt.  Periodicals,  it  may 
be  noted,  are  generally  exempt  from  retail  sales 
taxes.  The  illustrative  material  is  not  intended 
to  provide  a recommendation  by  the  Tax  Study 
Committee  as  to  the  wisdom  of  adopting  a general 
sales  tax  or  the  features  of  such  a tax  in  the 
event  that  it  should  be  considered  as  a source  of 
potential  revenue. 

As  the  term  “money  income”  is  employed  in 
the  family  expenditure  analysis,  it  includes  money 
received  from  the  following  sources  : 

1.  Wages,  salaries,  dividends,  and  interest. 

2.  Receipts  resulting  from  military  service,  in- 
cluding veterans’  bonuses,  mustering  out 
pay,  unemployment  insurance  and  other 
compensation,  life  insurance,  pensions, 
allotments  to  dependents,  and  other  allow- 
ances. 

3.  Contributions  for  support  of  the  family  and 
cash  gifts  from  persons  outside  the  family. 

4.  Cash  received  from  public  assistance  and 
private  relief. 

5.  Social  security  benefits  from  unemployment 
and  old-age  insurance. 

6.  Other  pensions  and  retirement  pay  from 
public  and  private  sources. 

7.  Periodic  payments  from  private  insurance 
annuities  and  trust  funds. 

8.  Alimony. 

9.  All  other  income. 

Included  in  the  family  expenditure  analysis 
were  also  funds  from  sources  designated  as  “other 
money  receipts”  which  included  the  following: 
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Table  108 

DISTRIBUTION  OF  CONSUMER  EXPENDITURES,  1950 
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CHART  32 

BURDEN  OF  2°/o  RETAIL  SALES  TAX 


Table  109— CASE  A 

PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE 
GOODS  AND  SERVICES  AND  ESTIMATED  2 PERCENT  RETAIL 
SALES  TAX  BURDEN  FOR  SELECTED  INCOME  CLASSES 

Tax  applies  only  to  sales  of  tangible  personal  property,  exempting  food,  alcohol, 
cigarettes,  gasoline,  fuel,  and  periodicals. 


Disposable  Income  Classes  * 

Percentage  of 
Disposable  Income 
Spent  on 
Taxable  Goods 
and  Services 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Average  Disposable 
Income 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Money  Receipts  ** 

Under  $2,000  

17.89% 

0.36% 

0.35% 

$2,000-2,999  

23.21 

0.46 

0.44 

3,000-3,999  

28.40 

0.57 

0.53 

4,000-4,999  

29.79 

0.60 

0.56 

5,000-5,999  

32.58 

0.65 

0.60 

6,000-7,499  

29.36 

0.59 

0.54 

7,500-9,999  

29.81 

0.60 

0.53 

10,000  and  over  

26.60 

0.53 

0.48 

Source:  Based  on  unpublished  data  from  the  Bureau 
penditures  in  1950.” 


of  Labor  Statistics,  “Survey  of  Consumer  Ex- 


*Disposable  income  is  money  income  after  personal  income  taxes.  Money  income  includes  wages, 
salaries,  dividends,  interest,  other  income  public  and  private  assistance,  social  security  payments,  peri- 
odic insurance,  annuity,  and  other  payments,  receipts  from  military  service,  alimony,  etc. 

**Money  receipts  include  money  income,  receipts  from  the  lump-sum  settlement  or  surrender  of  life 
insurance  and  annuity  policies,  the  lump-sum  settlement  of  property  and  other  insurance  policies,  in- 
heritance, bequests,  etc. 


1.  Money  receipts  from  the  settlement  or  sur- 
render of  life  insurance  or  annuity  policies. 

2.  Money  receipts  from  inheritances,  bequests, 
lump-sum  settlements  from  property,  health 
or  accident  insurance,  etc. 

It  will  be  noted  that  the  data  do  not  indicate 
either  the  net  incomes  of  the  families  for  federal 
taxation  or  their  gross  incomes  which  might  be 
subject  to  a state  gross  income  tax  in  the  event 
that  such  a tax  should  be  adopted.  The  data 
therefore  do  not  reveal  the  amount  of  gross  in- 
come tax  that  these  families  would  pay  if  the 
Commonwealth  should  adopt  a gross  income  tax. 

Importance  of  Food  Exemption 

The  importance  of  a food  exemption  to  the 
lower  income  families  is  shown  by  an  examination 
of  the  data  in  Table  109 — Case  A.  It  will  be 
observed  that  the  estimated  burden  of  a 2 percent 


retail  sales  tax  on  sales  of  tangible  personal  prop- 
erty, exempting  food  and  the  specially  taxed  com- 
modities alcohol,  cigarettes,  and  gasoline,  as  well 
as  fuel  and  periodicals,  would  rise  from  approxi- 
mately 0.36  percent  of  the  disposable  income  for 
families  with  disposable  incomes  under  $2,000  to 
0.65  percent  for  families  with  disposable  incomes 
from  $5,000  to  $5,999  and  then  decline  to  0.53 
percent  for  families  with  disposable  incomes  of 
$10,000  and  over.  The  average  ratios  of  tax  to 
money  receipts  would  be  0.35  percent  for  the 
lowest  income  families,  0.60  percent  for  those 
with  incomes  from  $5,000  to  $5,999,  and  0.48 
percent  for  those  with  incomes  of  $10,000  and 
over.  The  average  ratios  of  tax  to  disposable 
income  and  money  receipts  would  be  highest  for 
the  families  with  incomes  from  $5,000  to  $5,999, 
but  those  with  incomes  of  $10,000  or  more  would 
pay  a higher  ratio  of  tax  than  those  with  incomes 
below  $3,000. 
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Table  109— CASE  B 

PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE 
GOODS  AND  SERVICES  AND  ESTIMATED  2 PERCENT  RETAIL 
SALES  TAX  BURDEN  FOR  SELECTED  INCOME  CLASSES 
Tax  applies  only  to  sales  of  tangible  personal  property,  exempting  food  consumed 
off  vendor’s  premises,  alcohol,  cigarettes,  gasoline,  fuel,  and  periodicals. 


Disposable  Income  Classes  * 

Percentage  of 
Disposable  Income 
Spent  on 
Taxable  Goods 
and  Services 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Average  Disposable 
Income 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Money  Receipts  ** 

Under  $2,000  

20.56% 

0.41% 

0.40% 

$2,000-2,999  

27.% 

0.56 

0.53 

3,000-3,999  

33.11 

0.66 

0.62 

4,000-4,999  

34.73 

0.69 

0.65 

5,000-5,999  

37.64 

0.75 

0.69 

6,000-7,499  

34.08 

0.68 

0.62 

7,500-9,999  

34.81 

0.70 

0.62 

10,000  and  over  

32.27 

0.65 

0.58 

Source:  See  Table  109 — Case  A. 

*Disposable  income  is  money  income  after  personal  income  taxes.  (See  Table  109 — Case  A.) 
**Money  receipts,  include  money  income  and  other  money  receipts.  (See  Table  109 — Case  A.) 


If  the  food  exemption  were  confined  to  food 
taken  away  from  the  vendor’s  premises  for  con- 
sumption, as  it  is  in  a number  of  states,  and  the 
basis  of  taxation  were  otherwise  identical,  the 
retail  sales  tax  would  still  have  a progressive 
effect  up  to  the  $5,000  to  $5,999  level  of  family 
expenditures.  As  shown  in  Table  109 — Case  B, 
the  average  ratio  of  tax  to  disposable  income 


would  rise  from  0.41  percent  on  families  with 
disposable  incomes  under  $2,000  to  0.75  percent 
for  those  with  incomes  from  $5,000  to  $5,999. 
For  the  families  with  incomes  of  $10,000  or  over 
the  average  ratio  would  be  0.65  percent.  In  rela- 
tion to  money  receipts,  the  average  ratios  would 
be  0.40,  0.69,  and  0.58  percent,  respectively. 
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Table  109— CASE  C 


PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE 
GOODS  AND  SERVICES  AND  ESTIMATED  2 PERCENT  RETAIL 
SALES  TAX  BURDEN  FOR  SELECTED  INCOME  CLASSES 


Tax  applies  only  to  sales  of  tangible  personal  property,  exempting  clothing,  food 
consumed  off  the  vendor’s  premises,  alcohol,  cigarettes,  gasoline,  fuel,  and 
periodicals. 


Disposable  Income  Classes  * 

Percentage  of 
Disposable  Income 
Spent  on 
Taxable  Goods 
and  Services 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Average  Disposable 
Income 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Money  Receipts  ** 

Under  $2,000  

12.96% 

0.26% 

0.26% 

$2,000-2,999  

18.79 

0.38 

0.36 

3,000-3,999  

22.66 

0.45 

0.43 

4,000-4,999  

24.69 

0.49 

0.46 

5,000-5,999  

26.31 

0.53 

0.48 

6,000-7,499  

24.03 

0.48 

0.44 

7,500-9,999  

24.21 

0.48 

0.43 

10,000  and  over  

20.49 

0.41 

0.37 

Source:  See  Table  109 — Case  A. 

*Disposable  income  is  money  income  after  personal  income  taxes.  (See  Table  109 — Case  A.) 
**Money  receipts  include  money  income  and  other  money  receipts.  (See  Table  109 — Case  A.) 


Effect  of  Clothing  Exemption 

If  an  exemption  for  clothing  were  added  to 
the  exemption  of  food  consumed  off  the  vendor’s 
premises  and  the  other  exemptions  allowed  in 
Case  B,  the  sales  tax  burden  would  be  reduced 
considerably  for  all  income  classes,  as  shown  in 
Table  109 — Case  C.  Since  the  ratio  of  clothing 
expenditures  to  incomes  tended  to  increase  as 
incomes  increased  among  the  families  studied,  the 
lower  incomes  would  benefit  relatively  less  than 
the  upper  from  a clothing  exemption.  For  families 
with  disposable  incomes  under  $2,000,  the  aver- 
age sales  tax  burden  was  0.40  percent  of  money 
receipts  before  the  clothing  exemption  (Case  B), 
and  0.26  percent  after  the  exemption  (Case  C). 
But  for  families  with  disposable  incomes  of 


$10,000  and  over,  the  average  sales  tax  burden 
was  0.58  percent  of  money  receipts  before  the 
clothing  exemption,  and  0.37  percent  after  the 
exemption.  Various  studies  by  the  U.  S.  Bureau 
of  Labor  Statistics  have  indicated  a tendency  for 
upper  income  families  to  spend  a larger  portion 
of  their  incomes  for  clothing  than  the  lower. 
Therefore,  the  Pennsylvania  relationship  between 
clothing  expenditures  and  incomes  was  to  be 
expected. 

Even  with  a clothing  exemption,  the  retail 
sales  tax  burden  increased  in  relation  to  dispos- 
able income,  up  to  the  $5,000  to  $5,999  class.  The 
ratio  of  tax  to  income  was  also  higher  for  families 
with  incomes  of  $10,000  and  over,  than  for 
families  with  incomes  below  $3,000. 
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Table  109— CASE  D 


PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE 
GOODS  AND  SERVICES  AND  ESTIMATED  2 PERCENT  RETAIL 
SALES  TAX  BURDEN  FOR  SELECTED  INCOME  CLASSES 


Tax  applies  only  to  sales  of  tangible  personal  property,  exempting  food  consumed 
off  vendor’s  premises,  alcohol,  cigarettes,  gasoline,  and  periodicals. 


Disposable  Income  Classes  * 

Percentage  of 
Disposable  Income 
Spent  on 
Taxable  Goods 
and  Services 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Average  Disposable 
Income 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Money  Receipts  ** 

Under  $2,000  

24.94% 

0.50% 

0.49% 

$2,000-2,999  

31.47 

0.63 

0.60 

3,000-3,999  

35.96 

0.72 

0.68 

4,000-4,999  

37.59 

0.75 

0.70 

5,000-5,999  

39.96 

0.80 

0.73 

6,000-7,499  

36.19 

0.72 

0.66 

7,500-9,999  

36.65 

0.73 

0.65 

10,000  and  over  

33.29 

0.67 

0.60 

Source:  See  Table  109— Case  A. 

^Disposable  income  is  money  income  after  personal  income  taxes.  (See  Table  109 — Case  A.) 
**Money  receipts  include  money  income  and  other  money  receipts.  (See  Table  109 — Case  A.) 


Effect  of  Taxing  Fuel 

If  fuel  should  be  taxed,  the  average  ratios 
of  tax  to  disposable  incomes  and  money  receipts 
would  increase  somewhat  for  all  income  classes. 
The  estimated  average  ratio  of  tax  to  disposable 
income,  as  revealed  in  Table  109 — Case  D,  would 
be  approximately  0.50  percent  for  families  with 


disposable  incomes  under  $2,000.  It  would  be  0.80 
percent  for  families  in  the  $5,000  to  $5,999  group 
and  0.67  percent  for  the  highest  income  families. 
The  average  ratios  of  tax  to  money  receipts  would 
be  approximately  0.49,  0.73,  and  0.60  percent 
respectively. 
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Table  109— CASE  E 


PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE 
GOODS  AND  SERVICES  AND  ESTIMATED  2 PERCENT  RETAIL 


SALES  TAX  BURDEN  FOR  SELECTED  INCOME  CLASSES 


Tax  applies  only  to  sales  of  tangible  personal  property,  services  for  household 
operation,  laundry  and  other  clothing  services,  and  personal  services.  Exemp- 
tions include  food  consumed  off  vendor’s  premises,  alcohol,  gasoline,  tobacco, 
and  periodicals. 


Disposable  Income  Classes  * 

Percentage  of 
Disposable  Income 
Spent  on 
Taxable  Goods 
and  Services 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Average  Disposable 
Income 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Money  Receipts  ** 

Under  $2,000  

32.30% 

0.65% 

0.64% 

$2,000-2,999  

38.64 

0.77 

0.74 

3,000-3,999  

42.34 

0.85 

0.80 

4,000-4,999  

44.36 

0.89 

0.83 

5,000-5,999  

46.97 

0.94 

0.86 

6,000-7,499  

42.65 

0.85 

0.78 

7,500-9,999  

45.83 

0.92 

0.82 

10,000  and  over  

40.87 

0.82 

0.73 

Source:  See  Table  109 — Case  A. 

*Disposable  income  is  money  income  after  personal  income  taxes.  (See  Table  109 — Case  A.) 
**Money  receipts  include  money  income  and  other  money  receipts.  (See  Table  109 — Case  A.) 


Effect  of  Taxing  Services 

The  tax  base  could  be  broadened  to  include  the 
sale  of  certain  services,  including  household  op- 
eration, laundry,  and  other  clothing  services 
and  personal  services  and  still  provide  a rising 
ratio  of  tax  to  disposable  incomes  up  to  the  $5,000 
to  $5,999  level  of  family  incomes,  as  shown  in 
Table  109 — Case  E.  Under  the  conditions  as- 
sumed, the  average  ratio  of  tax  to  disposable  in- 


come would  increase  from  0.65  percent  for 
families  with  disposable  incomes  under  $2,000  to 
0.94  percent  for  those  with  incomes  from  $5,000 
to  $5,999.  The  ratio  for  families  with  disposable 
incomes  of  $10,000  and  over  would  be  0.82  per- 
cent. In  relation  to  money  receipts,  the  average 
ratios  of  tax  to  income  would  be  0.64,  0.86,  and 
0.73  percent  respectively.  With  the  broader  tax 
base,  more  tax  would  obviously  be  paid  and  rev- 
enues would  increase. 
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Table  109— CASE  b 


PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE 
GOODS  AND  SERVICES  AND  ESTIMATED  2 PERCENT  RETAIL 
SALES  TAX  BURDEN  FOR  SELECTED  INCOME  CLASSES 


Tax  applies  to  sales  of  tangible  personal  property,  including  food  sales,  but  ex- 
cluding alcohol,  cigarettes,  gasoline,  and  periodicals. 


Disposable  Income  Classes  * 

Percentage  of 
Disposable  Income 
Spent  on 
Taxable  Goods 
and  Services 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Average  Disposable 
Income 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Money  Receipts  ** 

Under  $2,000  

68.93% 

1.38% 

1.36% 

$2,000-2,999  

65.96 

1.32 

1.26 

3,000-3,999  

65.86 

1.32 

1.24 

4,000-4,999  

64.91 

1.30 

1.21 

5,000-5,999  

63.98 

1.2S 

1.17 

6,000-7,499  

57.00 

1.14 

1.04 

7, 500-9,999  

55.14 

1.10 

0.98 

10,000  and  over  

46.08 

0.92 

0.82 

Source:  See  Table  109 — Case  A. 


^Disposable  income  is  money  income  after  personal  income  taxes.  (See  Table  109 — Case  A.) 
**Money  receipts  include  money  income  and  other  money  receipts.  (See  Table  109 — Case  A.) 


Effect  of  Taxing  All  Food  Sales 

The  effect  of  taxing  all  food  sales  is  indicated  in 
Table  109 — Case  F,  where  the  tax  is  confined  to 
sales  of  tangible  personal  property,  excluding  only 
alcohol,  cigarettes,  gasoline,  and  periodicals.  Here 
the  ratio  of  tax  to  both  disposable  incomes  and 
money  receipts  is  highest  for  the  families  with  the 
lowest  incomes  and  falls  consistently  as  family  in- 
comes increase.  In  relation  to  disposable  income, 
the  average  ratio  of  tax  is  1.38  percent  at  the  bot- 


tom of  the  income  scale  and  0.92  percent  at  the 
top.  When  compared  with  money  receipts,  the 
average  ratio  of  tax  is  1.36  percent  for  the  lowest 
income  families  and  0.82  percent  for  those  with 
the  highest  incomes.  A tax  of  this  nature  is  plainly 
regressive  in  its  burdens,  requiring  a higher  ratio 
of  the  lower  incomes  than  the  higher.  A tax  with 
no  exemptions  of  any  sort,  taxing  all  commodities, 
would  place  still  heavier  burdens  upon  the  lowest 
income  families  and  individuals  and  would  be 
decidedly  regressive  in  its  effects. 
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Table  110 


EFFECTS  OF  FOOD  EXEMPTION  ON  THE  CALIFORNIA  3.5  PERCENT  RETAIL  SALES 
TAX-BURDENS  ON  FAMILIES  IN  FIVE  INCOME  CLASSES,  1949 


Gross 

Income  Class 

Food  Exempt* 

Food  Taxed 

Tax 

Percentage  Tax 
of  Income 

Tax 

Percentage  Tax 
of  Income 

$1,935.12 

$11.28 

0.58% 

$44.30 

2.29% 

4,040.54 

34.15 

0.85 

80.39 

1.99 

4,386.64 

37.01 

0.84 

82.45 

1.89 

5,432.53 

54.06 

1.00 

98.32 

1.81 

12,405.71 

129.57 

1.04 

185.31 

1.49 

Source:  Report  of  California  Senate  Interim  Committee  State  and  Local  Taxation,  part  III,  pp.  65- 
70,  1951. 

* Exemption  applies  to  food  consumed  off  the  vendor’s  premises. 


Study  of  Retail  Sales  Tax  Burdens  in 
California 

Additional  information  concerning  the  burdens 
of  a retail  sales  tax  on  consumers  at  different  in- 
come levels  is  provided  by  an  analysis  of  the 
effects  of  a combined  3 percent  state  and  a 0.5 
percent  city  retail  sales  tax  in  California.1  The 
study  is  part  of  an  extensive  study  of  the  Cali- 
fornia state  and  local  tax  system  and  its  eco- 
nomic, administrative,  and  other  problems.  The 
combined  3.5  percent  tax  in  this  analysis  is  im- 
posed upon  sales  of  tangible  personal  property, 
excluding  food  consumed  off  the  premises.  In 
California,  however,  sales  of  alcoholic  beverages, 
cigarettes,  and  many  articles  used  in  business  are 
taxable.  In  the  study  expenditure  data  for  families 
and  individuals  in  Los  Angeles  and  San  Francisco 
for  1949  were  used  to  provide  a basis  for  estimat- 
ing sales  tax  burdens.  The  data  had  previously 
been  assembled  by  independent  studies  of  the  liv- 
ing costs  and  expenditures  of  families  with  differ- 
ent occupations  and  in  different  income  levels. 
The  data  are  summarized  in  Table  110.  The 
analysis  of  family  expenditures  and  estimated  re- 
tail sales  tax  payments,  with  an  exemption  for 
food  consumed  off  the  vendor’s  premises,  show  a 
ratio  of  tax  to  gross  income,  as  gross  income  was 
defined  for  purposes  of  expenditure  analysis,  in- 
creasing from  0.58  percent  for  the  lowest  income 
families  up  to  1.04  percent  for  the  highest.  With- 
out a food  exemption,  the  tax  ratios  would  run  in 
the  opposite  direction,  with  the  highest  ratio  of 

1 Report  of  California  Senate  Interim  Commit- 
tee on  State  and  Local  Taxation. 


2.29  percent  at  the  bottom  of  the  income  scale  and 
1.49  percent  at  the  top. 

As  a further  indication  of  the  importance  of  a 
food  exemption,  the  study  explored  the  signifi- 
cance of  the  California  tax  writh  respect  to  food 
consumed  in  commercial  eating  places.  It  was  con- 
cluded that  when  all  meals  are  taxed,  the  taxa- 
tion of  meals  takes  a higher  percent  of  the  lower 
incomes  than  of  the  higher.  The  exemption  of  the 
less  expensive  meals  would  remove  or  at  least 
lighten  the  food  tax  on  the  lower  income  con- 
sumers. 

The  California  analysis  of  sales  tax  burdens 
dealt  only  with  the  effects  of  the  taxes  directly 
paid  by  consumers  in  purchases  in  the  retail 
markets.  Data  were  apparently  not  available  to 
show  what  the  indirect  tax  burdens  would  be  that 
fell  upon  consumers  through  increased  business 
expenses  which  were  not  fully  reflected  in  con- 
sumer purchases.  It  was  also  assumed  that  the 
retail  sales  tax  was  fully  shifted  to  consumers 
to  illustrate  the  possible  burdens  of  the  tax.  The 
study,  like  that  in  Pennsylvania,  was  limited  to 
certain  families  and  did  not  cover  the  whole  popu- 
lation. In  California,  however,  the  family  budgets 
used  as  a basis  for  estimating  sales  tax  burdens 
were  selected  by  statisticians  as  being  typical  of 
the  budgets  of  families  in  the  various  occupations 
studied  and  with  different  incomes. 

Studies  like  those  conducted  in  California  and 
Pennsylvania  will  not  measure  accurately  the 
burdens  of  a general  sales  tax  on  all  families  and 
individuals.  Presumably  they  will  indicate,  how- 
ever, the  general  pattern  of  direct  tax  burden  dis- 
tribution. Most  of  the  nation’s  population,  or  69 
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percent,  according  to  the  U.  S.  Bureau  of 
Labor  Statistics,  had  gross  incomes  below  $4,000 
in  1950,  as  gross  income  was  defined  for  pur- 
poses of  expenditure  analysis.  The  median,  or 
average,  gross  income  of  families  that  year  was 
$3,319.  The  median  family  gross  income  in  cities 
was  $3,673,  that  in  rural  nonfarm  areas  was 
$3,027,  and  that  on  farms  was  $1,970.  The 
California  and  Pennsylvania  studies  appear  to 
show  that  the  ratio  of  direct  tax  burden  to  gross 
income  for  the  great  majority  of  the  population 
would  be  lower  than  the  ratio  for  most  of  those 
with  gross  incomes  over  $4,000,  if  a food  exemp- 
tion were  allowed  for  a retail  sales  tax.  The  family 
and  individual  income  data  also  reveal  that  most 
of  the  nation’s  population  lives  upon  a moderate 
income  basis.  For  these  families  and  individuals 
it  is  especially  important  that  a food  exemption 
be  granted  by  the  states  imposing  general  sales 
taxes. 

A clothing  exemption,  as  previously  observed, 
would  benefit  the  upper  income  families  relatively 
more  than  the  lower.  The  explanation  is  that  the 
ratio  of  clothing  expenditures  to  family  incomes 
rises  as  incomes  increase,  as  shown  by  U.  S. 
Bureau  of  Labor  Statistics  studies. 

ADVANTAGES  AND  DISADVANTAGES 
OF  DIFFERENT  TYPES  OF 
GENERAL  SALES  TAXES 

The  major  features  and  some  of  the  burdens 
of  the  general  sales  taxes  imposed  by  the  states 
have  been  indicated.  If  a state  should  adopt  a 
general  sales  tax,  which  type  should  it  choose? 
Perhaps  some  light  may  be  shed  on  the  question 
by  an  analysis  of  the  advantages  and  disadvant- 
ages of  the  different  types  of  general  sales  taxa- 
tion collected  by  the  states.  Each  type  has  merits 
and  weaknesses  which  are  now  well  known  to 
students  of  taxation. 

1.  The  Turnover,  or  Universal,  Sales  Tax 

Six  of  the  states  impose  gross  income  or  gross 
receipts  taxes  on  nearly  all  levels  of  business  ac- 
tivity. Even  these  may  have  some  exemptions, 
such  as  farmers’  sales  of  their  produce.  Such  taxes 
are  sometimes  called  “turnover  taxes’’  because 
they  tax  all  business  turnovers,  or  sales,  in  the 
various  processes  of  production  and  distribution 
and  may  also  be  applied  to  financing  and  the 
various  service  industries. 


The  more  universal  the  coverage  of  a general 
sales  tax,  the  more  revenue  which  may  be  raised 
at  a given  rate.  A low  rate  turnover  tax  may 
therefore  raise  as  much  revenue  as  a high  rate 
tax  on  manufacturing  alone  or  a fairly  high  rate 
on  retailing  alone. 

A universal  sales  tax  may  also  seem  to  be  fair 
because  it  has  few  or  no  exemptions  and  all  in- 
dustries are  subject  to  the  tax.  The  broad  cover- 
age may  require  different  tax  rates  for  retailing, 
wholesaling,  manufacturing,  and  other  types  of 
business,  however,  because  of  substantial  differ- 
ences in  profit  margins  and  in  their  vulnerability 
to  a tax  when  it  is  not  shifted.  The  moment  that 
different  tax  rates  are  imposed  on  different  indus- 
tries or  they  are  taxed  on  different  bases,  it  be- 
comes necessary  to  define  each  industry  for  special 
treatment  and  new  administrative  and  compliance 
problems  are  created.  Tax  differentials  also  open 
the  door  to  discriminations  and  political  pressures 
to  secure  a favored  tax  position  for  each  industry. 

A universal  sales  tax  involves  the  maximum 
number  of  taxpayers.  The  costs  of  administration 
and  tax  compliance  are  thereby  increased. 

Such  a tax  also  pyramids  along  from  seller  to 
buyer  until  it  arrives  at  its  destination,  the  con- 
sumer. The  more  times  an  article  changes  hands, 
the  greater  is  the  tax  added.  It  is  customary  for 
manufacturers  and  merchants  to  include  taxes  of 
this  nature  in  their  expenses  where  they  are  not 
separately  charged  to  purchasers,  so  the  profit 
markup  includes  a profit  on  the  tax  as  well  as  a 
profit  on  other  costs,  where  it  can  be  obtained. 
As  it  is  sometimes  said,  a tax  is  added  to  a tax. 
The  large  concerns  which  can  combine  several 
processes  of  production,  financing,  and  distribu- 
tion will  have  a lower  tax  cost  than  competitors 
who  perform  a single  or  a few  processes.  Mo- 
nopoly is  therefore  said  to  be  nurtured  by  a gen- 
eral turnover  tax. 

As  a business  expense,  such  a tax  tends  to  be 
included  in  prices  to  a greater  extent  than  a tax 
confined  to  one  level  of  activity.  It  places  home 
industries  at  a disadvantage  in  meeting  interstate 
competition  with  firms  which  do  not  have  to  meet 
similar  business  expenses. 

The  more  universal  a sales  tax  is,  the  more  its 
burdens  and  inequalities  among  industries  and 
business  firms  are  multiplied.  As  it  is  shifted 
along  to  consumers,  it  cumulates  from  one  stage  to 
another.  Why,  then,  is  such  a tax  used  by  six 
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states  ? The  answer  apparently  is  that  it  may 
provide  considerable  revenue.  It  may  be  looked 
upon  as  a substitute  for  a corporate  net  income 
tax,  as  it  is  in  Indiana  and  West  Virginia.  Its 
rate  may  be  low  and  its  total  burden  is  not  fully 
visible  to  the  consumers  who,  as  a rule,  must 
finally  pay  it.  It  would  be  difficult  to  provide  a 
food  exemption  from  a universal  sales  tax  because 
of  the  complications  arising  in  exempting  food 
sales  at  every  stage  of  production  and  distribution. 

2.  A Tax  on  Manufacturing,  Wholesaling, 
and  Retailing 

A tax  limited  to  manufacturing,  wholesaling, 
and  retailing,  as  the  Delaware  tax  is,  has  some- 
what similar  advantages  and  disadvantages.  The 
tax  base  is  narrower,  but  manufacturing,  whole- 
saling, and  retailing  will  have  to  be  defined  for 
tax  purposes.  Tax  enforcement  will  have  to  apply 
to  a great  number  of  taxpayers.  The  problem  of 
rate  differentiation  among  the  taxed  industries  is 
bound  to  arise.  Tax  pyramiding,  although  less 
than  with  a universal  sales  tax,  will  be  substan- 
tial. At  a particular  rate,  more  revenue  can  be 
raised  than  from  a tax  on  wholesaling  and  retail- 
ing only.  Much  of  the  tax  burden  may  be  con- 
cealed from  consumers,  who  see  only  the  tax  they 
pay  to  retailers,  if  it  is  separately  charged  to  them. 
Food  sales  could  be  exempt,  but  this  would  be 
cumbersome  because  the  exemption  would  have 
to  be  granted  at  all  levels  of  selling. 

3.  A Tax  on  Wholesaling  and  Retailing 

North  Carolina  and  Virginia  confine  their  gen- 
eral sales  taxes  to  wholesaling  and  retailing.  Like 
Delaware,  Virginia  does  not  obtain  much  revenue 
from  her  license  tax  that  is  related  to  sales.  North 
Carolina  obtains  substantial  revenue,  but  an  ex- 
amination of  the  receipts  shows  that  nearly  all 
of  this  is  gathered  in  from  retailers.  In  the  fiscal 
year  1950,  North  Carolina  raised  $41.9  million 
from  the  general  sales  and  use  tax.  The  tax  on 
retailing  had  a yield  of  $39.5  million  and  the 
use  tax  returned  $1.6  million,  but  the  tax  on 
wholesaling  produced  only  $747,921.  The  ex- 
planation is  obvious.  Retailing  is  taxed  at  a rate 
of  3 percent,  wholesaling  at  a nominal  rate  of 
1/20  of  1 percent. 

Narrowing  the  tax  to  wholesaling  and  retail- 
ing reduces  the  number  of  taxpayers,  lessens  the 
tax  pyramiding,  and  at  least  theoretically  per- 


mits raising  more  revenue  at  lower  rates.  But 
there  remains  the  problem  of  distinguishing  and 
defining  wholesaling  and  retailing  and  choosing 
the  appropriate  tax  rate  for  each  type  of  trade. 
There  is  also  the  problem  of  how  to  arrange  a 
food  exemption,  if  that  is  considered  desirable. 

The  Pennsylvania  state  mercantile  license  tax, 
which  was  abandoned  in  1944,  was  a tax  on 
wholesaling  and  retailing,  as  are  the  similar  taxes 
of  certain  Pennsylvania  local  governments.  The 
state  tax,  with  its  division  of  responsibility 
among  state  and  county  officials,  was  poorly 
administered  and  yielded  little  revenue.  To  supply 
large  revenues  the  rates  would  have  to  be  much 
higher  than  the  former  1/10  of  one  percent  on 
retailing  and  1/20  of  1 percent  on  wholesaling, 
and  the  tax  would  have  to  be  effectively  enforced 
by  state  tax  officials. 

Unless  the  mercantile  tax  were  separately 
charged  to  consumers,  it  could  not  be  deducted 
by  them  in  computing  their  federal  income  taxes. 
If  it  were  not  separately  charged,  it  would  be  a 
hidden  sales  tax.  If  it  had  to  be  absorbed  by 
wholesalers  and  retailers,  it  would  disregard 
profits  and  losses  and  have  many  unequal  burdens. 
As  a hidden  tax  on  consumers,  a food  exemption 
could  hardly  be  granted.  Without  such  an  exemp- 
tion, the  tax  would  be  decidedly  regressive  in  its 
burdens,  hitting  the  poorest  consumers  hardest. 
(For  further  information  concerning  the  Pennsyl- 
vania mercantile  tax  see  Appendix  XII.) 

4.  A Tax  on  Retail  Sales  or  Purchases 

The  tax  confined  to  selling  or  buying  at  the 
retail  level  has  a more  restricted  base  than  the 
other  types  of  general  sales  taxes  discussed.  A 
higher  rate  is  therefore  necessary  to  raise  a given 
amount  of  revenue.  But  the  volume  of  retailing 
is  so  great  that  a tax  of  2 or  3 percent  in  a state 
of  high  commercial  development  will  raise  large 
revenues  if  the  exemptions  are  not  excessive.  In 
the  fiscal  year  1952,  Illinois  obtained  $192.0 
million  from  a 2 percent  tax  on  retailing  without  a 
food  exemption.  California,  with  a 3 percent  tax 
and  the  exemption  of  food  consumed  off  the 
retailer’s  premises,  secured  $416.5  million.  Ohio, 
with  a smaller  population  and  less  trade,  with  a 
3 percent  tax,  and  an  exemption  of  food  con- 
sumed off  the  premises  of  vendors,  and  certain 
other  exemptions,  raised  $165.2  million. 

The  tax  on  retailing  alone  is  the  common 


224 


American  type  of  general  sales  tax  and  is  em- 
ployed by  24  states.  In  addition,  Washington 
and  West  Virginia  supplement  their  gross  in- 
come taxes  with  taxes  on  retailing. 

The  wide  use  of  the  tax  on  retailing  may  be 
attributed  to  a number  of  factors.  Only  one  class 
of  taxpayers  must  be  defined.  The  problem  of 
selecting  different  rates  of  taxation  for  different 
industries,  each  of  which  must  clearly  be  distin- 
guished, is  avoided. 

Tax  pyramiding  is  minimized.  Some  of  any 
general  sales  tax  is  bound  to  enter  into  business 
costs  because  it  is  not  always  feasible  to  separate 
business  from  nonbusiness  purchases  in  the 
markets.  The  part  of  the  tax  that  business  must 
pay  on  purchases  is  reduced,  however,  if  only 
retail  sales  are  taxed. 

From  the  administrative  standpoint,  while  the 
number  of  retailers  is  great,  it  is  obviously  smaller 
than  the  combined  numbers  of  retailers  and  firms 
engaged  in  other  types  of  enterprise.  The  ex- 
perience of  the  states  imposing  taxes  on  retailing 
would  be  invaluable  in  defining  the  basis  of  taxa- 
tion. 

If  food  is  to  be  exempt  from  a general  sales 
tax,  it  is  easiest  to  exempt  it  if  only  the  retail 
level  of  selling  is  taxed.  The  tax  can  also  be 
charged  separately  to  consumers  to  facilitate  shift- 
ing and  to  permit  them  to  deduct  it  from  the 
income  subject  to  federal  taxation. 

The  tax  on  retailing  is  closest  to  the  consumer, 
who  is  usually  the  ultimate  payer  of  all  sales  taxes. 
If  he  is  going  to  be  taxed,  it  may  be  argued  that 
it  is  only  fair  that  he  should  be  taxed  openly  and 
directly.  In  that  way  he  will  know  what  taxes 
he  is  paying  and  will  be  in  a better  position  to 
judge  whether  governmental  spending  is  worth 
what  it  costs  the  taxpayers. 

A number  of  advantages  of  the  tax  on  retailing 
and  some  disadvantages  have  been  cited.  When 
proposals  have  been  advanced  in  the  various 
states  for  a tax  on  retailing,  the  retailers  have 
frequently  opposed  it,  arguing  that  they  are  being 
unfairly  singled  out  as  tax  collectors  or  taxpayers 
and  that  the  tax  will  cause  them  to  lose  trade  to 
other  areas  which  have  no  sales  tax.  The  taxes 
on  retailing  have,  therefore,  been  adopted  over 
their  opposition. 

The  retail  sales  tax  imposes  a considerable  work 
load  on  the  retailer.  In  order  to  pass  the  tax  on, 


the  retailer  must  calculate  the  tax  on  each  item 
of  merchandise,  often  at  a considerable  expendi- 
ture of  man  hours  by  the  clerical,  sales,  and  book- 
keeping staff. 

The  objections  of  the  retailers  have  partially 
been  met  by  requiring  vendors  to  shift  the  tax 
to  purchasers  and  by  allowing  some  compensation 
to  the  retailers  to  recompense  them  for  the  ex- 
penses incurred  in  acting  as  tax  collectors. 

Provisions  may  also  be  made  in  the  statute, 
or  by  administrative  regulations  or  with  adminis- 
trative approval,  for  the  additions  to  prices  re- 
quired by  retailers  to  shift  the  tax.  Retail  prices 
are  bracketed,  and  the  appropriate  amount  of  tax 
within  each  price  range  is  designated. 

A retail  sales  tax,  unlike  a mercantile  license  or 
other  tax  which  is  not  separately  charged  to 
buyers  as  an  addition  to  prices,  can  be  added  to 
the  prices  of  branded  merchandise  which  are 
fixed  by  the  manufacturers.  The  retail  price  is  not 
changed.  Instead,  the  tax  is  added  as  a separate 
charge.  The  tax  addition  process  is  illustrated 
by  the  manner  in  which  the  federal  excise  tax  on 
the  retail  prices  of  cosmetics,  jewelry,  luggage, 
and  furs  is  passed  on  to  consumers  as  an  addition 
to  prices. 

A tax  on  retailing  will  have  some  effects  on 
retail  buying  habits.  A very  high  tax  in  a state 
would  certainly  deter  shoppers  from  buying  there 
if  they  could  avoid  it.  A moderate  rate  tax,  how- 
ever, may  not  greatly  alter  buying  habits  in  most 
shopping  centers,  although  it  may  have  some 
discouraging  effects  along  state  borders  when  a 
neighboring  state  has  no  sales  tax.  Of  the  six 
states  bordering  on  Pennsylvania,  New  York,  and 
New  Jersey  have  no  state-wide  general  sales  taxes 
and  Delaware  has  only  a nominal  rate  tax.  New 
York  City  now  has  a 3 percent  retail  sales  tax, 
however,  which  is  quite  high  for  a city  tax.  Ohio, 
West  Virginia,  and  Maryland  have  substantial 
taxes  on  retail  sales.  A 2 or  3 percent  tax  in 
Pennsylvania  would  probably  cause  some  increase 
in  deliveries  by  Pennsylvania  stores  to  New 
Jersey  residents  so  they  could  avoid  the  tax,  and 
some  of  them  might  purchase  goods  in  New 
Jersey  instead  of  in  Pennsylvania.  Some  Penn- 
sylvania stores  might  try  to  offset  the  increased 
cost  of  deliveries  by  imposing  delivery  charges. 

The  great  revenue  raised  by  Ohio,  Michigan, 
Indiana,  Illinois,  and  other  states  seems  to  show 


225 


that  the  volume  of  retailing  holds  up  relatively 
well  after  general  sales  taxes  are  imposed,  if  the 
rates  are  not  excessive. 

Retailers  may  object  to  being  singled  out 
as  tax  collectors.  No  one  likes  to  collect  taxes. 
Retail  opposition  is  natural.  On  the  other  hand, 
it  is  easier  for  a state  to  confine  the  collection  of 
a sales  tax  to  the  retail  level  than  it  is  to  extend 
it  to  wholesaling  and  manufacturing.  As  noted 
above,  the  tax  on  retailing  also  pyramids  less,  can 
more  readily  provide  a food  exemption,  and  can 
more  readily  be  shifted  by  vendors  than  other 
types  of  taxes  which  cannot  be  charged  separately 
to  purchasers. 

State  Versus  Local  General  Sales  Taxes 

The  issue  of  a state  general  sales  tax  is  com- 
plicated further  by  the  fact  that  a number  of 
Pennsylvania  local  governments,  61  on  April  1, 
1953,  are  now  imposing  business  privilege  and 
mercantile  license  taxes.  School  districts,  cities, 
and  boroughs  account  for  nearly  all  of  these  taxes, 
which  have  sprung  up  as  a consequence  of  the 
increased  local  taxing  powers  growing  out  of  the 
adoption  of  “Act  481”  in  1947.  The  City  of  Phila- 
delphia has  recently  adopted  a 3 mill  gross  re- 
ceipts tax  in  addition  to  the  1 mill  mercantile 
tax  of  the  Philadelphia  school  district.  The  Pitts- 
burgh school  district  also  has  a gross  receipts 
tax. 

The  entry  of  local  governments  into  the  general 
sales  tax  field,  an  area  which  the  Commonwealth 
may  conceivably  some  day  wish  to  utilize,  com- 
plicates the  state  fiscal  picture.  From  the  adminis- 
trative standpoint,  the  superiority  of  state  over 
local  tax  enforcement  is  readily  apparent.  Much 
trade  is  conducted  over  county  and  state  lines, 
and  the  larger  governmental  unit  can  tax  sales 
more  effectively,  uniformly,  and  productively  than 
the  local  governments. 

The  multiplication  of  local  mercantile,  gross 
receipts,  and  retail  sales  taxes  is  bound  to  create 
discouragements  to  local  trade  while  creating  in- 
equalities and  additional  administrative  and  com- 
pliance complications  and  expenses.  Many  of  the 
smaller  communities  cannot  hope  to  raise  much 
revenue  from  sales  taxes.  The  effects  on  trade 
can  be  minimized  and  more  revenues  can  be  raised 
at  less  administrative  and  compliance  cost  if  a 
state-wide  general  sales  tax  is  substituted  for 
numerous  local  taxes. 


If  the  Commonwealth  should  adopt  some  type 
of  general  sales  taxation,  there  would  arise  a pre- 
sumption that  the  local  governments  should  re- 
linquish this  revenue  source. 

Perhaps  a point  previously  mentioned  is  worth 
emphasizing.  As  the  history  of  the  Pennsylvania 
mercantile  license  tax  demonstrates  the  futility  of 
relying  upon  local  officials  to  assess  taxable  sales, 
the  history  of  general  sales  taxation  in  the  states 
raising  substantial  revenues  from  it  proves  the 
necessity  for  an  effective  state  administration  of 
the  tax,  if  one  is  imposed. 

Estimated  Revenues  From  State  General 
Sales  Tax 

It  is  estimated  that  the  annual  yield  of  a 2 per- 
cent retail  tax  on  sales  of  tangible  personal  prop- 
erty, exempting  food  for  home  consumption, 
alcoholic  beverages,  cigarettes,  gasoline,  and  cer- 
tain other  commodities,  as  in  Ohio,  would  be 
approximately  $140  million  in  Pennsylvania. 
This  assumes  economic  activity  at  the  1952  level. 
The  revenue  obtained  from  a retail  sales  tax 
will  be  affected  materially  by  the  exemptions 
allowed  as  well  as  the  tax  rate  and  other  impor- 
tant factors.  A more  inclusive  basis  of  taxation 
would  naturally  yield  more  revenue. 

Summary 

The  general  sales  taxes  imposed  by  33  states 
in  1952  supplied  more  revenue,  in  the  aggregate, 
than  any  other  state  tax.  Collections  were  $2.2 
billion. 

Twenty-four  states  confine  their  general  sales 
taxes  to  the  retail  level.  Two  states  impose  mer- 
cantile taxes  on  retailers  and  wholesalers.  One 
state  taxes  manufacturers  as  well  as  retailers  and 
wholesalers.  Six  states  tax  sales  in  general  at 
various  levels  of  business  activity. 

The  retail  sales  taxes  are  the  big  revenue  pro- 
ducers. California  raised  $416  million  from  a re- 
tail sales  tax  exempting  food  consumed  off  the 
premises  of  vendors  in  1952.  Ohio,  also  exempt- 
ing food  for  home  consumption,  raised  $165  mil- 
lion. Maryland  and  West  Virginia  obtained  sub- 
stantial revenues  from  their  general  sales  taxes, 
as  did  many  other  states. 

The  revenues  from  general  sales  taxes  are 
usually  paid  into  the  general  fund  but  several 
states  earmark  all  or  a substantial  part  of  the 
proceeds  for  the  schools. 
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As  a rule  the  states  require  vendors  to  pass 
the  sales  taxes  along  to  purchasers.  If  the  taxes 
are  separately  passed  on  as  additions  to  prices, 
they  are  deductible  by  consumers  for  federal  in- 
come taxation. 

Nine  states  exempt  sales  of  food  for  home  con- 
sumption from  their  general  sales  taxes.  Motor 
vehicle  fuel  is  exempt  in  nearly  all  states,  alcoholic 
beverages  and  cigarettes  in  many,  because  these 
commodities  are  taxed  with  special  excises. 

Nearly  all  the  states  supplement  their  general 
sales  taxes  with  “use  taxes”  on  commodities 
brought  in  from  other  states. 

If  food  is  exempt  from  a general  sales  tax,  the 
burden  on  the  lower  incomes  is  greatly  relieved. 
The  lower  the  family  income,  the  larger,  ordi- 
narily, is  the  part  spent  for  food. 

A study  of  family  budgets  in  Philadelphia  and 
Pittsburgh  on  the  basis  of  1950  expenditures,  in- 
dicates that  among  those  families  the  ratio  of  a 
retail  sales  tax  to  family  incomes,  if  food  for 
home  consumption  were  exempt,  would  increase 
as  disposable  incomes  increased  up  to  the  $5,000 
to  $5,999  level.  The  ratio  of  tax  to  income  would 
be  higher,  on  the  average,  for  families  in  the  group 
with  disposable  incomes  above  $10,000  than  those 
with  incomes  below  $3,000.  The  basic  data  were 
family  expenditure  statistics  assembled  by  the 
U.  S.  Bureau  of  Labor  Statistics. 

A study  of  retail  sales  tax  burdens  in  California 
on  families  in  1949  showed  that  the  exemption  of 
food  for  home  consumption  had  the  effect  of  in- 
creasing the  ratio  of  tax  to  income  from  the  lower 
to  the  higher  incomes  in  the  group  studied. 

Both  the  Pennsylvania  and  California  studies 
dealt  only  with  the  sales  tax  burden  directly 
passed  on  to  consumers  by  retailers  and  assumed 
the  whole  tax  was  shifted.  Indirect  tax  burdens 
arising  through  increased  business  costs  were  un- 
known. On  the  other  hand,  the  assumption  that 
the  sales  taxes  were  completely  shifted  probably 
exaggerated  the  estimated  direct  tax  burden  some- 
what. 

A universal  sales  tax,  on  all  sales  from  pro- 
ducers to  consumers,  would  raise  the  most  rev- 
enue at  a particular  rate  but  it  would  require 
different  tax  rates  for  different  industries  because 
of  the  variable  ratios  of  profits  to  earnings  and 
other  factors.  Rate  differentials  open  the  doors  to 
disputes  and  discriminations,  as  the  experience 


of  a number  of  states  demonstrates.  A universal 
sales  tax  would  also  cumulate,  or  pyramid,  from 
vendor  to  vendor  as  taxes  were  added  to  costs 
including  sales  taxes.  Such  a tax  would  involve 
the  maximum  number  of  taxpayers  and  the  great- 
est administrative  and  compliance  problems  and 
costs.  It  would  be  very  difficult  to  exempt  food 
sales  from  this  tax.  Even  though  it  was  shifted  to 
them,  a universal  sales  tax  could  not  be  deducted 
by  consumers  for  federal  income  tax  purposes 
unless  it  was  billed  separately  to  them  as  a specific 
charge. 

A tax  limited  to  manufacturing,  wholesaling, 
and  retailing  would  have  somewhat  similar  ad- 
vantages and  disadvantages.  Different  tax  rates 
would  be  required  on  each  industry,  tax  pyramid- 
ing would  be  extensive,  and  the  exemption  of 
food  sales  would  be  cumbersome. 

A mercantile  tax  on  wholesaling  and  retailing 
is  used  in  Virginia.  The  tax  rates  are  low  and 
little  revenue  results.  North  Carolina  taxes  both 
wholesalers  and  retailers  but  raises  relatively  little 
revenue  from  the  low  rate  tax  on  wholesaling. 
Pennsylvania  had  a mercantile  tax  for  many  years. 
The  tax  was  poorly  administered  and  provided 
small  revenue.  A number  of  local  jurisdictions  in 
Pennsylvania  currently  impose  such  a tax. 

A mercantile  tax  on  wholesaling  and  retailing 
involves  the  problem  of  defining  each  industry 
and  deciding  upon  the  appropriate  tax  rate  for 
each.  Unless  the  tax  is  passed  on  specifically  to 
purchasers,  it  is  not  deductible  by  consumers  for 
federal  income  taxation.  It  was  the  nature  of  the 
Pennsylvania  tax,  however,  that  it  was  legally  a 
tax  on  the  vendor.  It  was  a deductible  expense  for 
him,  even  though  he  ordinarily  shifted  it  to  con- 
sumers. 

If  the  mercantile  tax  is  not  shifted,  it  disre- 
gards the  profit  or  loss  condition  of  vendors  and 
penalizes  those  with  losses  and  low  ratios  of 
profits  to  sales.  The  exemption  of  food  from  such 
a tax  would  also  be  rather  difficult  because  it 
would  have  to  apply  at  the  wholesale  as  well  as 
the  retail  level. 

The  tax  confined  to  retailing  is  employed  by  24 
states,  apparently  because  it  is  thought  to  be  the 
superior  type  of  general  sales  taxation.  Large  rev- 
enues may  be  raised  at  a rate  of  2 or  3 percent. 
Only  one  type  of  sale,  the  retail,  need  be  defined. 
There  is  also  less  tax  pyramiding  and  there  are 
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fewer  vendors  from  whom  to  collect  a tax  than 
with  a more  general  sales  tax.  The  experience 
of  several  states  shows  that  food  purchased  for 
home  consumption  can  be  exempted  without  too 
great  difficulty. 

The  retail  tax  can  be  billed  separately  to  con- 
sumers and  be  included  in  their  income  tax  de- 
ductions. It  is  an  open  tax  and  known  to  the 
citizens.  It  therefore  invites  interest  in  govern- 
ment while  providing  financial  support  for  essen- 
tial governmental  services. 

Retailers  are  customarily  allowed  some  com- 
pensation to  cover  the  expense  of  collecting  the 
tax.  Their  shifting  of  the  tax  to  purchasers  may 
also  be  eased  by  statutory  requirements  for  such 
shifting. 

The  question  of  a general  sales  tax  in  Penn- 
sylvania would  involve  the  issue  of  state  and 
local  tax  relations.  There  were  61  local  govern- 
ments on  April  1,  1953  collecting  business  privi- 
lege and  mercantile  taxes. 

From  the  administrative  standpoint,  the  superi- 
ority of  state  over  local  tax  enforcement  is  readily 
apparent. 


The  multiplication  of  local  mercantile,  gross 
receipts,  and  retail  sales  taxes  is  bound  to  create 
discouragements  to  local  trade  while  creating  in- 
equalities and  additional  administrative  and  com- 
pliance complications  and  expenses. 

If  the  Commonwealth  should  adopt  some  type 
of  general  sales  tax,  it  would  probably  be  neces- 
sary to  require  the  local  governments  to  relinquish 
this  revenue  source. 

It  is  estimated  that  a 2 percent  tax  on  sales  of 
tangible  personal  property  at  retail,  exempting 
food  for  home  consumption  and  also  exempting 
the  specially  taxed  commodities,  alcoholic  bever- 
ages, cigarettes,  gasoline,  and  certain  other  com- 
modities, as  in  Ohio,  would  provide  approxi- 
mately $140  million  a year  in  revenue  in  Penn- 
sylvania. This  assumes  that  economic  activity 
continues  at  the  1952  level.  The  yield  of  a retail 
sales  tax  will  be  affected  materially  by  the  rate 
of  taxation,  the  exemptions  granted,  the  efficiency 
of  collection,  and  the  volume  of  retailing.  A more 
inclusive  basis  of  taxation  would  naturally  yield 
more  revenue. 
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CHAPTER  XIII 

THE  PERSONAL  INCOME  TAX 


AS  STATED  previously  in  this  report, 
sooner  or  later  all  taxes  are  paid  by  in- 
dividuals, however  they  may  be  imposed. 
The  citizens  may  pay  taxes  directly  on  their 
property,  income,  purchases,  or  otherwise,  or 
they  may  pay  taxes  indirectly  which  were  origi- 
nally imposed  upon  business  enterprises  and  were 
shifted  to  them  as  stockholders,  employes,  or  con- 
sumers in  one  manner  or  another.  If  all  taxes  were 
directly  imposed  upon  the  individuals  who  must 
finally  pay  them,  the  citizen  would  know  what  his 
contribution  to  the  cost  of  government  was.  The 
taxes  he  pays  could  also  be  adjusted  to  his  per- 
sonal economic  status  as  shown  by  his  property, 
income,  and  expenditures,  on  the  one  hand,  and 
his  various  economic  responsibilities,  such  as  the 
care  of  dependents,  on  the  other. 

Unfortunately,  however,  the  resistance  to 
hidden  taxes  is  often  less  than  that  to  open, 
direct  taxes.  Governments  have  also  learned  that 
they  can  conveniently  raise  large  sums  through 
indirect  taxes.  These  taxes  may  be  utilized  to  tax 
persons  with  ability  to  pay  who  escape  the  income 
and  other  taxes.  The  piecemeal  payment  of  in- 
direct taxes  in  daily  purchases  may  also  seem  to 
be  less  of  a sacrifice  to  the  citizens  than  the  less 
frequent  payment  of  more  substantial  income  and 
property  taxes. 

The  state  personal  income  taxes  are  the  out- 
growth of  colonial  antecedents.  Massachusetts 
early  in  her  history  began  to  supplement  property 
with  income  as  a measure  of  ability  to  pay.  In 
1821  the  “faculty  tax”  became  definitely  desig- 
nated as  an  income  tax.  The  graduated  net  income 


tax  is  commonly  regarded  as  an  expression  of  the 
ability  to  pay  principle.  It  is  because  of  its  rev- 
enue possibilities  and  its  assumed  equity  that  it 
has  spread  from  state  to  state  and  from  nation  to 
nation.  More  than  any  other  tax,  it  has  been  ad- 
justed to  the  relative  economic  position  of  the  in- 
dividual and  the  family. 

Income  Tax  Collections 

In  1952  there  were  29  states  with  general 
graduated  personal  net  income  taxes.  The  rev- 
enues collected  from  the  taxes  amounted  to  ap- 
proximately $900  million.  One  other  state,  In- 
diana, had  a general  gross  income  tax.  Four 
states,  Michigan,  New  Hampshire,  Ohio,  and 
Tennessee,  imposed  income  taxes  in  lieu  of  prop- 
erty taxes  on  intangibles. 

The  collections  from  the  general  personal  in- 
come taxes,  in  the  aggregate,  were  nearly  one- 
half  the  revenues  obtained  by  the  states  in  1952 
from  the  general  sales  taxes.  The  latter  had  a total 
yield  of  $2.2  billion  in  1952.  These  taxes  were 
found  in  33  states,  20  of  which  also  imposed  gen- 
eral net  income  taxes  and  another  of  which,  In- 
diana, levied  a general  gross  income  tax  on 
individuals. 

If  the  long-term  trend  of  state  taxation  patterns 
continues,  it  seems  possible  that  in  the  not  too 
remote  future  nearly  all  states  will  have  both  a 
general  sales  tax  and  a general  personal  income 
tax.  The  two  taxes  supplement  each  other,  dis- 
tributing the  costs  of  government  somewhat 
differently. 

Of  the  33  states  taxing  corporate  net  income 
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in  1952,  there  were  28  which  also  taxed  the  net 
income  of  individuals.  Pennsylvania  is  one  of  5 
states  imposing  a corporate  net  income  tax  which 
does  not  also  tax  personal  incomes.  The  other 
states  in  this  group  are  Connecticut,  Rhode 
Island,  South  Dakota,  and  Tennessee.  Three 
states  on  our  borders — New  Jersey,  West  Vir- 
ginia, and  Ohio — impose  neither  a corporate  nor 
a personal  income  tax. 

Several  states  allocate  a part  of  the  income  tax 
revenues  to  the  support  of  public  education.  Some 
states  distribute  a share  of  the  collections  to  the 
local  governments.  The  general  funds  of  the 
states  also  commonly  benefit  from  the  proceeds 
of  the  tax. 

Personal  income  tax  revenues  are  responsive  to 
changing  economic  conditions,  rising  when  in- 
comes generally  rise  and  falling  when  incomes 
generally  fall.  This  is  advantageous  to  govern- 
ments in  periods  of  inflation  when  their  costs  are 
rising.  The  shrinkage  in  revenues  in  hard  times 
may,  however,  compel  governments  to  resort  to 
other  taxes  or  borrowing. 

Tax  Base  is  Broad 

Personal  income  taxes  broaden  the  tax  base 
and  permit  governments  to  draw  revenues  from 
unincorporated  undertakings  and  from  individuals 
with  ability  to  pay  taxes  who  are  not  liable  for 
the  corporate  income  tax.  They  may  be  paid  by 
restricting  saving  or  spending  or  both.  To  avoid 
the  double  taxation  of  dividend  income,  first  as 
corporate  and  subsequently  as  personal  income,  an 
allowance  may  be  made  for  the  tax  on  corporate 
income. 

Like  specific  and  general  sales  taxes,  the  per- 
sonal income  tax  also  provides  a way  to  obtain 
revenue  from  nonresidents  who  come  into  the 
state  to  secure  an  income  or  invest  funds  there, 
and  who  obtain  valuable  benefits  from  the  govern- 
mental services  being  furnished.  Nonresidents 
commonly  come  into  states  with  large  urban 
centers  to  seek  employment,  practice  a profession, 
or  sell  their  merchandise.  They  may  continue  to 
reside  outside  the  state  or  eventually  take  up 
residence  in  it.  If  the  home  state  also  imposes  an 
income  tax,  a problem  arises  in  making  allowances 
for  it  by  means  of  a credit  or  deduction. 

The  enforcement  of  an  income  tax  on  non- 
residents is  facilitated  by  the  withholding  of  the 


tax  from  salaries,  wages,  and  other  forms  of  in- 
come where  this  is  feasible.  It  may  be  very  diffi- 
cult or  impossible  to  collect  a tax  from  nonresi- 
dents who  are  self-employed  or  employed  by 
others  outside  the  state.  Evasion  is  not  altogether 
peculiar  to  the  income  tax,  however. 

Deductions  and  Exemptions 

The  states  with  general  income  taxes  usually 
allow  a deduction  for  federal  income  taxes.  Nine 
states,  including  New  York,  disallow  such  a de- 
duction. Massachusetts  allows  it  only  in  taxing 
income  from  personal  efforts,  or  so-called  earned 
income.  The  advantage  of  not  allowing  a deduc- 
tion of  the  federal  income  tax  is  that  the  revenue 
base  for  state  taxation  is  not  directly  dependent 
upon  the  rates,  exemptions,  and  other  features  of 
federal  income  taxation  which  may  change  from 
year  to  year.  Moreover,  if  a state  tax  is  imposed 
upon  income  after  federal  taxes  are  deducted,  its 
rates  must  be  higher  to  raise  a given  amount  of 
revenue  than  those  required  when  a deduction  of 
the  federal  income  tax  is  not  allowed. 

State  personal  income  taxes,  whether  levied 
upon  gross  or  net  income,  are  deductible  in  deter- 
mining the  liabilities  of  individuals  for  federal  in- 
come taxation.  The  consequent  deduction  in  the 
federal  tax  is  greatest  for  those  in  the  highest  in- 
come bracket  because  of  the  high  federal  tax  rates 
imposed  upon  them.  The  deductibility  of  other 
state  and  local  taxes  for  federal  income  tax  pur- 
poses has  a similar  effect. 

The  personal  exemptions,  credits  for  depend- 
ents, and  deductions  vary  considerably  among  the 
states.  In  general,  the  exemptions  for  single  and 
married  persons  are  higher  and  the  credits  for 
dependents  are  lower  than  those  allowed  for  fed- 
eral purposes.  They  are  summarized  in  Table  111. 

Two  types  of  personal  exemptions  are  allowed 
by  the  states  in  taxing  incomes.  Commonly  a 
certain  amount  of  income  is  exempt.  In  1952  the 
exemption  for  a single  person,  which  was  fre- 
quently $1,000,  varied  from  $500  in  North  Dakota 
and  Vermont  to  $2,500  in  Arkansas  and  Louisi- 
ana. The  exemption  for  married  couples  was  fre- 
quently $2,500  but  ranged  from  $1,000  in  Ver- 
mont to  $5,000  in  Louisiana.  The  state  exemptions 
for  dependents  are  usually  lower  than  the  federal, 
varying  from  $200  in  Idaho  and  Virginia  up  to 
$600  in  California,  Kansas,  and  Maryland. 
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(a)  Taxes  on  the  income  of  intangibles  were  imposed  in  Michigan,  New  Hampshire,  Ohio,  and  Tennessee  in  lieu  of  property  taxes  on  intangibles. 

(b)  In  this  state  a tax  credit  of  the  amount  designated  is  allowed  for  single  persons,  married  couples,  and  dependents,  rather  than  an  exemption 
of  a certain  amount  of  income.  The  tax  is  first  computed  without  the  benefit  of  tax  credits  and  is  subsequently  adjusted  to  allow  for  them. 

(c)  The  present  classified  type  of  income  tax  was  adopted  in  1916  after  various  taxes  on  income  had  been  collected  since  colonial  times. 

(d)  Tax  rates  depend  on  type  of  income,  not  the  amount. 


The  other  type  of  exemption,  found  in  Arizona, 
Iowa,  Kentucky,  Minnesota,  and  Wisconsin,  ex- 
empts a certain  amount  of  tax.  First  the  taxpayer 
computes  the  tax  for  which  he  is  liable  without 
the  benefit  of  any  exemption.  Then  he  subtracts 
from  that  amount  the  tax  exemption  to  which  he 
is  entitled.  In  Wisconsin,  for  example,  a tax 
exemption  of  $8  is  allowed  for  single  persons, 
$17.50  for  married  couples,  and  $4  for  dependents. 
The  exemption  of  a certain  amount  of  tax  has 
the  effect  of  reducing  the  income  taxes  of  all  tax- 
payers by  the  same  amount.  The  exemption  of  a 
certain  amount  of  income,  by  way  of  contrast, 
reduces  the  tax  on  the  upper  brackets  more  than 
the  tax  on  the  lower  when  a graduated  tax  is 
levied,  with  its  higher  rates  on  the  upper  brackets 
of  income. 

Not  included  in  Table  111,  which  refers  only 
to  net  income  taxes,  is  a description  of  the  In- 
diana gross  income  tax.  The  Indiana  tax  is  im- 
posed upon  the  gross  incomes  of  individuals  in 
excess  of  $1,000  at  a flat  rate  of  1*4  percent.  It 
supplements  a general  gross  income  tax  on  busi- 
ness enterprises.  The  Indiana  tax  on  individual 
gross  incomes  from  wages,  salaries,  and  personal 
earnings  supplied  revenues  estimated  at  $38.8 
million  in  1951,  or  16.2  percent  of  the  total  state 
tax  collections.  Gross  income  taxes  are  imposed 
on  individuals  at  a flat  rate  in  many  Pennsyl- 
vania localities  and  by  some  cities  in  Ohio  and 
in  several  other  states. 

Except  in  Indiana,  the  states  employing  income 
taxes  on  individuals  impose  them  on  net  income, 
in  general.  Colorado,  however,  supplements  a per- 
sonal net  income  tax  with  a surtax  on  the  gross 
income  of  residents  from  dividends  and  interest 
in  excess  of  $600. 

The  Indiana  Gross  Income  Tax 

Before  describing  the  personal  net  income  taxes 
employed  by  the  states,  additional  features  of 
the  Indiana  gross  income  tax  may  be  noted.  It 
is  a tax  on  the  gross  receipts  of  residents  obtained 
from  within  and  without  the  state,  the  gross 
receipts  of  nonresidents  secured  within  the  state, 
and  the  intrastate  gross  receipts  of  business  enter- 
prises. The  Indiana  tax  therefore  consists  of  a 
tax  on  both  individuals  and  business.  This  chapter 
is  concerned  with  the  tax  on  individuals. 

The  gross  income  tax  was  adopted  in  1933  as  a 


depression  revenue  after  the  state  incurred  serious 
difficulties  in  property  tax  collections.  The  tax 
was  enacted  to  provide  funds  for  public  education 
and  other  essential  state  services,  for  the  aid  of 
local  governments,  and  for  the  relief  of  property 
owners  from  what  were  regarded  to  be  excessive 
taxes.  It  has  provided  very  substantial  revenues 
from  a nonproperty  source. 

The  tax  on  the  gross  income,  or  receipts,  from 
wages,  salaries,  and  earnings  from  personal  serv- 
ices of  individuals  yields  approximately  one-third 
of  the  total  gross  income  tax  collections.  The 
$1,000  exemption  for  individuals  exempts  the 
lowest  incomes  largely  or  entirely  and  has  the 
effect  of  graduating  the  ratio  of  tax  to  gross  in- 
come as  gross  income  increases.  For  a family  with 
a $3,000  gross  income,  the  1*4  percent  tax  would 
apply  to  only  $2,000  of  such  income,  but  for  a 
family  with  $50,000  gross  income  the  tax  would 
apply  to  $49,000  of  such  income.  In  both  instances 
the  tax  would  be  deductible  for  federal  income 
tax  purposes. 

Tax  returns  for  the  year  1949  reported  $3.3 
billion  of  gross  receipts  by  individuals  from  per- 
sonal service  income.  The  total  exemptions  al- 
lowed were  $972.7  million,  or  29.4  percent  of  the 
total  gross  receipts.  The  taxable  gross  receipts 
amounted  to  $2.3  billion.  The  tax  collected  was 
$23.4  million,  a sum  equivalent  to  0.7  percent  of 
the  total  gross  receipts  from  personal  service  in- 
come. The  tax  on  individuals  was  approximately 
one-third  of  the  total  gross  income  tax  collections 
of  $70.4  million.1 

The  Indiana  gross  income  tax  rate  of  IY  per- 
cent on  individuals  consists  of  a basic  tax  rate  of 
1 percent  and  an  additional  tax  rate  of  Y\  percent 
to  provide  funds  for  the  veterans’  bonus  pay- 
ments. The  tax  rate  on  individuals  is  higher  than 
the  tax  rate  on  some  types  of  business.  A tax  rate 
of  percent  is  imposed  upon  wholesaling,  farm- 
ing, and  display  advertising.  The  tax  rate  on  re- 
tailing, manufacturing,  dry  cleaning,  and  launder- 
ing is  Y percent.  Contractors,  utilities,  retail  sales 
by  persons  not  retail  merchants,  and  gross  receipts 
from  other  sources  are  taxed  at  the  maximum 
rate  of  1 Ya  percent.  All  of  these  rates  include  an 
additional  veterans’  bonus  tax  rate. 

1 The  data  are  reported  in  the  Report  of  the 
Indiana  Tax  Study  Commission,  1952,  page  74. 
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Some  persons  have  regarded  the  Indiana  gross 
income  tax  as  a net  income  tax  because  of  the 
$1,000  exemption.  While  the  tax  is  really  a 
gross  income,  or  receipts,  tax  with  an  exemption, 
the  tax  base  does  exclude  certain  receipts.  Among 
these  are  gifts  and  bequests,  insurance  benefits  by 
reason  of  death,  and  interest  on  federal  securities. 

The  great  majority  of  Indiana  gross  income 
taxpayers  are  individuals.  A study  of  the  tax  pub- 
lished in  1950  reported  that  of  the  approximately 
1,200,000  taxpayers,  about  SO  percent,  on  the 
average,  were  persons  reporting  wTages,  salaries, 
and  commissions  from  personal  earnings.  It  is 
this  group  which  pays  one-third  of  the  tax  to  the 
state.2 

The  revenues  from  the  Indiana  gross  income 
tax  on  individuals  have  varied  from  year  to  year 
with  changing  economic  conditions,  increasing  in 
the  postwar  period  with  rising  personal  incomes. 
While  receipts  from  the  tax  have  declined  oc- 
casionally, in  general  since  its  adoption  they  have 
advanced,  in  part  because  of  increases  in  the  tax 
rates.  The  administrative  operating  expenses  aris- 
ing in  the  collection  of  the  tax  on  the  gross  income 
of  individuals  and  business  have  steadily  declined 
in  relation  to  tax  collections  as  revenues  have  in- 
creased, amounting  to  1.45  percent  of  tax  col- 
lections in  the  fiscal  year  1951  as  compared  with 
3.11  percent  in  the  fiscal  year  1934.  It  is  pointed 
out  by  the  Indiana  Tax  Study  Commission  that 
while  the  expenses  of  administrative  operation 
compare  favorably  with  similar  costs  of  retail 
sales  tax  administration,  the  ratio  of  costs  to 
collections  may  not  indicate  the  efficiency  of 
administering  a tax  currently  paid  by  some  1 ,350,- 
000  taxpayers  and  the  amount  of  tax  evasion 
which  exists.3 

Indiana  does  not  require  the  withholding  of  the 
gross  income  tax  from  resident  individuals.  The 
only  withholding  applied  to  nonresidents  is  that 
required  from  each  employer  who  pays  more  than 
$1,000  for  services  of  a nonresident.  The  tax  must 
be  withheld  on  the  money  in  excess  of  $1,000  thus 
paid  to  each  nonresident.  The  Indiana  Tax  Study 

2 Kenneth  C.  Black,  The  Indiana  Gross  Income 
Tax.  Bureau  of  Business  Research,  University 
of  Kentucky,  Lexington,  1950,  page  99. 

3 See  its  Report,  previously  referred  to,  pages 
72-73. 


Commission  recommends  that  the  withholding  of 
the  gross  income  tax  should  be  extended  to  resi- 
dents, and  that  a weekly  withholding  system 
should  be  devised  for  both  residents  and  nonresi- 
dents with  respect  to  wage  and  salary  payments. 
It  is  believed  that  in  this  manner  the  efficiency  of 
tax  collection  would  be  improved  and  that  the 
yield  of  the  tax  would  be  increased. 

Taxes  Graduated  According  to  Type  of  Net 
Income 

Occasionally  a state  has  taxed  different  types 
of  net  income  at  different  rates.  Massachusetts  is 
an  outstanding  example  of  this  practice.  The  net 
income  from  annuities  is  taxed  at  a rate  of  1.845 
percent,  from  personal  earnings  and  business  at 
3.075  percent,  and  from  interest,  dividends,  and 
capital  gains  arising  from  intangibles,  at  7.38  per- 
cent. 

The  purpose  of  the  Massachusetts  tax  is  evi- 
dently that  of  achieving  rate  graduation  accord- 
ing to  the  type  of  income.  In  general,  as  incomes 
increase  in  size,  a growing  part  is  derived  from 
investments.  Higher  tax  rates  on  investment  in- 
come therefore  provide  a crude  kind  of  progres- 
sion in  tax  burdens.  It  may  happen,  however,  that 
individuals  and  families  with  moderate  incomes 
rely  upon  investments  for  their  support,  particu- 
larly elderly  persons  who  are  sustained  by  the  in- 
come from  annuities.  And  it  may  also  happen 
that  persons  who  market  their  services  as  physi- 
cians, lawyers,  actors,  salesmen,  or  otherwise  are 
in  a high  income  bracket.  Such  persons,  on  their 
earned  income,  will  pay  the  same  low  tax  rate  as 
others  with  very  modest  wages  and  salaries. 

Maryland  is  the  only  other  state  at  the  present 
time  with  a higher  tax  rate  on  investment  than  on 
earned  income.  In  that  state  the  tax  rate  is  2 per- 
cent on  earned  income  and  on  the  first  $500  of 
investment  income.  The  tax  rate  on  investment 
income  over  $500  is  5 percent. 

The  Massachusetts  type  of  net  income  tax  may 
yield  large  revenues,  as  evidenced  by  collections 
of  $59.4  million  in  1952,  or  19.8  percent  of  state 
tax  collections.  Maryland  secured  $22.2  million 
from  its  tax  in  1952,  or  14.5  percent  of  state 
taxes. 

Taxes  Graduated  According  to  Amount  of 
Net  Income 

The  type  of  net  income  tax  generally  prevailing 
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among  the  states  is  that  which  is  graduated  ac- 
cording to  the  amount  of  net  income.  Rate  reduc- 
tions may  be  allowed  for  particular  kinds  of  net 
income,  as  that  derived  from  capital  gains,  divi- 
dends, or  other  sources.  In  New  York,  for  ex- 
ample, capital  gains  are  taxed  at  half  the  usual 
rates.  Other  states  may  tax  capital  gains  dif- 
ferently or  exempt  them. 

The  basic  tax  rates  in  New  York  in  1952  appli- 
cable to  income  in  excess  of  deductions  and 
exemptions,  were  as  follows : 

2%  on  the  first  $1,000  of  net  income 

3%  on  net  income  over  $1,000  and  not 
over  $3,000 

4%  on  net  income  over  $3,000  and  not 
over  $5,000 

5%  on  net  income  over  $5,000  and  not 
over  $7,000 

6%  on  net  income  over  $7,000  and  not 
over  $9,000 

7%  on  net  income  over  $9,000 
The  above  basic  tax  rates  in  New  York  in 


1952,  as  in  previous  years,  were  subject  to  a 10 
percent  reduction.  Exemptions  of  $1,000  were 
allowed  to  single  persons,  $2,500  for  married  per- 
sons, $400  for  dependents. 

The  effect  of  rate  graduation  in  New  York  and 
other  states  is  that  each  additional  bracket  of  net 
income  is  taxed  at  a higher  rate  until  the  maxi- 
mum rate  is  attained.  The  California  rates  pro- 
gress up  to  6 percent  on  that  part  of  the  net  in- 
come exceeding  $25,000.  In  Delaware,  the  tax 
rates  rise  to  3 percent  on  net  income  exceeding 
$10,000.  In  Virginia,  the  only  other  nearby  state 
with  a net  income  tax  not  mentioned,  the  maxi- 
mum rate  of  5 percent  applies  to  the  part  of  the 
net  income  over  $5,000. 

New  York  obtained  the  large  sum  of  $297  mil- 
lion from  the  net  income  tax  in  1952.  This  was  a 
greater  amount  of  revenue  than  that  realized  in 
any  other  state,  and  29.1  percent  of  the  New  York 
state  taxes.  California  raised  $91  million,  or  8.6 
percent  of  state  tax  revenues. 

New  York  and  many  other  states  obtained 


Table  112 

NEW  YORK  STATE  PERSONAL  INCOME  TAX  COLLECTIONS 
Calendar  Years  1935-1950;  Income  Years  1934-1949 
Financial  Statistics 


Calendar  Year 

Number  of 
Taxable  Returns 

Total 

Receipts 

Refunds 

Net  Receipts 

1935  

507,337 

$ 56,149,044 

$ 493,526 

$ 55,655,518 

1936  

566,516 

92,061,534 

424,215 

91,637,319 

1937  

632,959 

129,078,085 

561,764 

128,516,321 

1938  

686,503 

121,862,030 

736,091 

121,125,939 

1939  

675,863 

100,253,818 

846,524 

99,407,294 

1940  

739,756 

106,239,361 

938,388 

105,300,973 

1941  

861,738 

119,042,140 

953,397 

118,088,743 

1942  

1 ,080,874 

95,255,062 

1,429,732 

93,825,329 

1943  

1,219,785 

93,478,562! 

719,225 

92.759.3381 

1944  

1,694,926 

127,903,478 

1,490,120 

126,413,358 

1945  

1,913,563 

148,888,405 

1,336,524 

147,551,881 

1946  

1 ,943,828 

122,791,768 

2,135,957 

120,655,811 

1947  

2,248,105 

135,820,067 

1,525,267 

134.294.8002 

1948  

2,524,129 

155,913,718 

1,766,424 

154.147.2942 

1949  

2,798,004 

253,358,852 

2,038,741 

251,320,1112 

1950  

2,689,357 

248,065,373 

1,626,027 

246,439,3462 

Source:  New  York  State  Department  of  Taxation  and  Finance. 


1 1943  collection  year  does  not  include  fourth  installment  of  1942  base  period  year,  due  to  introduc- 
tion of  quarterly  installments. 

2 Includes  receipts  to  War  Bonus  Account  as  follows:  1947,  $198,666;  1948,  $23,334,547 ; 1949, 
$28,413,370;  1950,  $27,382,150. 
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Table  113 

ANALYSIS  OF  NEW  YORK  STATE  PERSONAL  INCOME  TAX  RETURNS,  INCOME  YEAR  1949 1 
Number  of  Taxpayers,  Derivation  of  Income  and  Amount  of  Tax  as  Reported  on  Short  and  Long  Forms  (200,*  201,  203,  205) 

(Dollar  data  in  thousands) 
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Source.  New  \ork  State  Department  of  Taxation  and  Finance.  2 Includes  17,914  cases  paying  capital  gains  tax  only,  amounting  to  $1,603,740 
1 Based  on  a random  stratified  sample  as  follows:  *Includes  unmatched  102  forms. 

Tax  Liability  Percent  Sampled 

Under  $20,000  1.0 

$20,000  and  over 100.0 
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Grand  Total  ....  2,495,413  $10,637,934  628,361  $1,061,656  295,536  $1,753,190  238,593  $211,270  $13,664,054 
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Net  Income  Class 

Deductions 

Medical 

Insurance 

Other 

Total 

Under  $500  

$391 

$80 

$550 

$1,021 

500- 

999  

1,024 

384 

1,801 

3,209 

1,000- 

1,499  

9,064 

3,001 

32.632 

44,697 

1,500- 

1,999  

9,662 

3,790 

60,884 

74,296 

2,000- 

2,499  

8,921 

4,335 

81,137 

94,392 

2,500- 

2,999  

15,372 

10,018 

130,012 

155,402 

3,000- 

3,499  

21,882 

14,787 

157,927 

194,596 

3,500- 

3,999  

23,391 

14.719 

155,575 

193,685 

4,000- 

4,499  

15,824 

10,853 

123,540 

150.217 

4,500- 

4,999  

11.314 

7,907 

82,931 

102,152 

5,000- 

5,999  

14,287 

10.471 

101.902 

126,660 

6,000- 

6,999  

7,422 

5,537 

58,926 

71,883 

7,000- 

7,999  

4,197 

3,319 

37,322 

44,838 

8,000- 

8,999  

2,560 

2,534 

29,479 

34,573 

9,000- 

9,999  

3,483 

2,442 

26,148 

32,073 

10,000- 

14,999  

7,779 

5,211 

65,272 

78,262 

15,000- 

19,999  

3.021 

2.359 

44,840 

50.220 

20,000- 

24,999  

1,941 

1,522 

25,652 

29.115 

25,000- 

49,999  

2,892 

2,151 

62,314 

67,357 

50,000- 

99,999  

247 

553 

51.831 

52.631 

100,000-499,999  

1 

96 

39,416 

39,513 

500,000-999,999  

1 

2 

4,236 

4.239 

1.000.000  and  ur>  

8,968 

8.968 

Grand  Total  

$106,071 

$1,383,295 

$1,654,002 

Source:  New  York  State  Department  of  Taxation  and  Finance. 
Note:  For  footnotes,  see  Table  113. 


more  revenue  from  the  personal  net  income  tax 
in  1952  than  from  the  corporate  net  income  tax. 
California  and  Wisconsin  were  among  the  states 
which  procured  a greater  amount  of  revenue  from 
the  corporation  tax. 

The  graduated  personal  net  income  tax  of  New 
York  was  adopted  in  1919  after  the  state  had 
found  the  general  property  tax  could  not  be  relied 
upon  as  a major  revenue  for  both  the  state  and 
local  governments.  Increasing  state  expenditures 
demanded  a substantial  new  source  of  revenue, 
which  was  uncovered  in  the  personal  net  income 
tax.  The  entire  net  income  of  residents  is  taxed, 
along  with  that  part  of  the  net  income  of  non- 
residents which  originates  in  New  York.  The  tax 


on  wages  and  salaries  of  nonresidents  is  withheld 
at  the  source  of  payment.  A minor  part  of  the 
graduated  net  income  tax  collections  is  returned 
to  the  local  governments. 

The  latest  Annual  Report  of  the  New  York 
State  Tax  Commission  indicates  that  for  the  in- 
come year  1949  there  were  2,689.357  taxable  and 
855,777  nontaxable  returns.  The  taxable  returns 
provided  the  state  with  $246.4  million  in  revenue 
in  1950.  Wages  and  salaries  furnished  $10.6  bil- 
lion of  the  total  $13.7  billion  of  gross  income  re- 
ported for  1949.  Further  pertinent  statistical  data 
concerning  the  New  York  graduated  net  income 
tax  are  provided  in  Tables  112,  113,  and  114. 
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No  New  Income  Taxes  Since  1937 

The  last  of  the  state  personal  income  taxes  was 
adopted  in  1937.  In  that  year  Colorado  and  Mary- 
land entered  the  income  tax  field.  Since  1937, 
however,  eight  states  have  adopted  some  variety 
of  general  sales  taxation.  Thirty-three  states  now 
impose  a general  sales  tax,  while  thirty  states,  in- 
cluding Indiana,  impose  a general  tax  upon 
personal  income. 

The  steeply  progressive  federal  income  tax 
rates,  ranging  from  a minimum  of  22.2  percent 
to  a maximum  of  92.0  percent  at  the  present  time, 
have  undoubtedly  acted  as  a deterrent  to  the 
wider  adoption  of  state  income  taxes.  On  the 
other  hand,  a state  or  local  government  may  place 
its  tax  on  income  without  allowing  a deduction 
for  the  federal  income  tax,  and  in  this  way  pre- 
serve a productive  revenue  base.  The  local  gross 
income  taxes  in  Pennsylvania  thus  tax  income 
without  any  allowance  for  the  federal  income 
tax.  A number  of  the  state  net  income  taxes 
also  follow  this  practice. 

Uniform  Taxation  Necessary  in  Pennsylvania 

As  the  Pennsylvania  constitution  has  been 
interpreted  by  the  courts,  income  taxes  must  ap- 
parently be  applied  uniformly,  without  exemptions 
or  any  graduation  of  tax  rates,  according  to  the 
amount  of  income.  The  Constitution  declares  in 
Article  IX,  Section  1 : 

“All  taxes  shall  be  uniform,  upon  the  same 
class  of  subjects,  within  the  territorial  limits 
of  the  authority  levying  the  tax,  and  shall  be 
levied  and  collected  under  general  laws.” 

In  addition  to  the  requirement  that  income  must 
be  taxed  in  Pennsylvania  at  a uniform  rate,  the 
State  Constitution  may  also  preclude  the  taxation 
of  net  income  and  permit  only  the  taxation  of 
gross  income.  In  the  absence  of  a direct  Supreme 
Court  opinion  deciding  the  issue,  it  is  uncertain 
how  far  the  Commonwealth  could  go  in  taxing 
income. 

Gross  and  Net  Income  Taxes 

As  the  term  “gross  income”  is  used  in  state 
and  federal  income  taxation,  it  does  not  include 
all  the  receipts  of  the  taxpayer  during  the  year. 
It  is  customary  to  exclude  gifts,  bequests,  in- 
surance payments  received  on  account  of  the 
death  of  the  insured,  unemployment  and  health 


insurance  benefits,  interest  on  tax  free  govern- 
ment loans,  and  such  other  receipts  as  are  ex- 
cluded by  the  law. 

A net  income  tax  is  imposed  upon  receipts 
after  those  deductions  allowed  are  excluded  from 
the  gross  income.  The  conventional  deductions 
for  personal  income  taxation  include  the  neces- 
sary expenses  for  the  conduct  of  a trade,  profes- 
sion, or  business,  interest  payments  on  debt,  local 
property  taxes,  certain  excises  which  the  law  re- 
quires to  be  passed  on  to  purchasers,  losses  not 
compensated  for  by  insurance  or  otherwise,  bad 
debts,  contributions  to  charitable,  educational,  and 
religious  organizations,  and  such  other  deductions 
as  the  law  may  permit. 

The  deductions  for  net  income  tax  purposes, 
which  are  specifically  allowed  in  order  to  de- 
termine net  income,  should  be  distinguished 
from  the  personal  exemptions.  The  latter  are 
exemptions  of  net  income  which  the  law  provides 
in  order  to  determine  what  part  of  the  net  income 
shall  be  taxed.  A net  income  tax  could,  therefore, 
have  no  exemptions,  although  it  is  customary  to 
allow  exemptions  for  the  taxpayer  and  de- 
pendents. 

Gross  income  naturally  furnishes  a broader 
basis  for  taxation  than  net  income.  The  total  gross 
income  reported  for  purposes  of  the  state  net 
income  tax  in  New  York  for  the  year  1950  was 
nearly  $13.7  billion.  The  deductions  taken  by  the 
taxpayers  were  about  $1.7  billion.  The  net  income 
remaining  was  $12.0  billion.  After  personal  ex- 
emptions of  $5.5  billion  were  subtracted,  the  tax- 
able net  income  was  $6.5  billion.  The  latter  was 
less  than  half  of  the  total  gross  income  reported, 
but  more  than  half  of  the  total  net  income. 

A number  of  attempts  have  been  made  in  Penn- 
sylvania to  secure  the  approval  of  an  amendment 
which  would  specifically  permit  the  enactment  of 
a net  income  tax  with  graduated  rates.  Thus  far 
all  such  efforts  have  been  abortive.  The  practical 
result  is  that  the  Commonwealth  could  not  obtain 
revenue  from  a graduated  net  income  tax  without 
securing  the  approval  of  two  successive  Legisla- 
tures and  of  the  electorate  through  a Constitu- 
tional amendment.  Approximately  two  and  one- 
half  years  would  be  required  normally  to  ac- 
complish this  result. 

If  a flat  rate  net  income  tax  could  be  imposed 
in  Pennsylvania,  without  personal  exemptions, 


233 


deductions  could  be  allowed  for  interest  payments 
and  other  approved  items.  A standard  deduction, 
for  purposes  of  simplicity,  has  been  allowed  by 
the  federal  government  and  a number  of  states. 
The  federal  standard  deduction  is  10  percent  of 
gross  income  but  not  exceeding  $500  for  each 
person.  Persons  entitled  to  larger  deductions  may 
secure  them  by  listing  them  in  detail. 

When  the  gross  income  tax  was  being  dis- 
cussed in  Pennsylvania  in  1951,  it  was  suggested 
that  each  taxpayer  might  be  allowed  a $5  dis- 
count for  the  prompt  payment  of  the  tax.  At  the 
present  time  a discount,  which  is  a certain  per- 
cent of  the  tax,  is  frequently  allowed  for  local 
property  tax  purposes.  A $5  discount  in  connec- 
tion with  a y2  percent  state  income  tax,  gross 
or  net,  would  have  the  effect  of  freeing  $1,000 
of  income  from  taxation.  If  the  smallest  tax- 
payers had  the  ready  cash,  they  would  benefit 
relatively  more  than  the  larger  taxpayers,  for  the 
former  might  have  the  entire  tax  refunded.  It  is 
a question  whether  such  a discount  would  be 
consistent  with  the  uniformity  requirement  of  the 
Constitution. 

A different  type  of  gross  or  net  income  tax 
might  be  adopted,  as  suggested  by  the  experience 
of  Massachusetts  and  a few  other  states.  Income 
from  personal  efforts  might  be  taxed  at  a lower 
rate  than  investment  income.  A 1 percent  tax  on 
the  former  and  a 2 percent  tax  on  the  latter 
would,  it  may  be  argued,  impose  a uniform  tax 
on  each  class  of  taxpayers.  While  the  rates  would 
not  be  graduated  according  to  the  amount  of 
the  income,  they  would  progress  according  to  the 
source  from  the  lower  rate  on  earned  income  to 
the  higher  rate  on  property  income. 

A general  gross  income  tax  falls  upon  all 
salaries,  wages,  commissions,  fees,  dividends, 
interest,  rentals,  and  other  income  from  services 
and  investments,  except  such  income  as  may,  for 
constitutional  reasons,  like  interest  on  federal 
loans,  or  for  other  reasons,  be  exempt.  A direct 
exemption  of  $1,000  or  any  amount  of  such  in- 
come apparently  could  not  be  allowed  at  this  time 
in  Pennsylvania.  Each  class  of  income,  as  inter- 
preted by  the  courts,  would  have  to  be  taxed  uni- 
formly. This  might  permit,  as  suggested  above, 
a rate  differentiation  for  earned  and  investment 
income. 

The  local  gross  income  taxes  in  Pennsylvania 


apply  only  to  the  earned,  and  not  the  investment, 
income  of  individuals,  for  constitutional  reasons. 
Inasmuch  as  the  Commonwealth  taxes  the  capital 
stock  of  corporations  and  imposes  a tax,  col- 
lected by  the  counties,  upon  the  owners  of  in- 
tangibles not  taxed  by  it,  local  governments  can- 
not, without  legislative  approval,  tax  the  gross 
income  of  individuals  derived  from  securities. 

Broad  Base  of  Gross  Income  Tax 

Of  the  various  types  of  income  taxes,  that  levied 
on  gross  income  has  the  broadest  possible  base, 
provided  that  the  base  is  not  restricted  by  direct 
or  indirect  exemptions.  As  previously  noted, 
Indiana  stands  alone  among  the  states  with  a 
general  gross  income  tax  on  individuals.  An  ex- 
emption is  allowed  there  of  $1,000  of  gross  income 
for  each  individual  taxpayer.  Because  of  the  rela- 
tively broad  base  of  the  gross  income  tax,  more 
revenue  may  be  raised  at  a specific  rate  from  this 
tax  than  from  a net  income  tax  at  the  same  rate, 
provided  that  this  relationship  is  not  disturbed  by 
exemptions. 

The  criticism  commonly  directed  against  the 
general  gross  income  tax  in  Pennsylvania  is  that 
it  impinges  upon  all  income  recipients,  large  and 
small,  at  the  same  rate  and  burdens  the  poorer 
citizens  unfairly.  Any  exemptions  from  a gross 
income  tax  and  any  graduation  of  rates  could  not 
be  accomplished  without  a constitutional  amend- 
ment, as  the  Constitution  has  been  interpreted. 
The  effect  of  an  exemption,  it  should  be  noted,  is 
that  the  ratio  of  tax  paid  to  income  increases  as 
the  income  increases  above  the  exempt  level.  The 
Indiana  gross  income  tax  is  in  effect,  therefore,  a 
relatively  progressive  tax.  The  progression  is  not 
so  great,  however,  as  in  the  personal  net  income 
taxes  with  similar  exemptions  and  graduated 
rates. 

In  appraising  the  different  types  of  income 
taxes  as  possible  revenues  in  Pennsylvania,  each 
type  should  be  considered  in  relation  to  the  other 
taxes,  state,  local,  and  federal,  which  the  citizens 
must  pay.  As  mentioned  before  in  this  report, 
different  taxes  distribute  their  burdens  differently. 
Every  tax  has  disadvantages  as  well  as  advan- 
tages. The  various  taxes  employed  as  parts  of  the 
revenue  system  should  be  dovetailed  into  an  over- 
all pattern  which  is  consistent  with  the  economic 
and  social  life  and  aims  of  the  community. 
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Comparative  Size  and  Stability  of 
Different  Tax  Bases 

There  has  been  considerable  discussion  from 
time  to  time  of  the  comparative  size  and  stability 
of  the  bases  of  personal  income,  general  sales,  and 
corporate  net  income  taxes.  Unfortunately,  annual 
data  are  not  available  for  Pennsylvania  over  a 
period  of  years  which  would  permit  a comparison 
of  the  total  personal  gross  and  net  income  for  tax 
purposes,  total  consumer  purchases,  and  total  net 


income  of  corporations  obtained  in  the  state.  Data 
are  available  on  a national  basis,  however,  which 
will  provide  a comparison  of  the  total  national 
(a)  gross  and  (b)  personal  net  income,  before 
exemptions,  reported  for  the  federal  income  tax, 

(c)  consumer  expenditures  for  commodities,  ex- 
cluding alcoholic  beverages,  cigarettes,  gasoline, 
and  food  purchased  for  home  consumption,  and 

(d)  corporate  net  income  reported  for  federal 
taxation.  Adjustments  were  made  in  the  corporate 


Table  115 

NATIONAL  INDIVIDUAL  INCOME,  CORPORATION  NET  INCOME,  AND 

CONSUMPTION  EXPENDITURES 

1929-1951 


(In  billions) 


Year 

Adjusted  Gross 
Individual 
Income 

Consumption  of 
Commodities  Minus 
Alcoholic  Beverages, 
Gasoline  & Oil, 
Tobacco  and  Food 
purchased  for 
Home  Consumption 

Corporate  Net 
Income  before 
Income  and 
Profits  Taxes 
less  Interest 
on  Governmental 
Obligations  and 
Intercorporate 
Dividend  Receipts 

Individual 

Net  Income 
before 
Exemptions 

1929  

$ 28.9 

$26.9 

$11.7 

$ 24.8 

1930  

20.9 

22.8 

6.4 

18.1 

1931  

16.0 

18.9 

3.7 

13.6 

1932  

13.9 

14.9 

2.2 

11.7 

1933  

12.9 

13.9 

3.0 

11.0 

1934  

14.8 

15.4 

4.3 

12.8 

1935  

17.0 

17.0 

5.2 

14.9 

1936  

21.7 

19.0 

6.7 

19.2 

1937  

24.0 

20.3 

6.7 

21 .2 

1938  

21.5 

18.8 

4.4 

18.9 

1939  

25.9 

23.4 

6.5 

23.2 

1940  

40.3 

22.7 

8.8 

36.6 

1941  

63.5 

27.5 

15.5 

58.9 

1942  

85.8 

29.3 

22.0 

78.9 

1943  

106.6 

34.5 

26.3 

99.6 

1944  

116.4 

38.1 

24.1 

(N.A.) 

1945  

120.3 

43.7 

18.9 

106.2 

1946  

134.3 

52.7 

23.3 

(N.A.) 

1947  

150.3 

59.7 

29.4 

132.6 

1948  

164.2 

63.9 

32.31 

(N.A.) 

1949  

161 .4 1 

62.8 

26.6 1 

141 .8 1 

1950  

(N.A.) 

68.6 

(N.A.) 

(N.A.) 

1951  

(N.A.) 

70.5 

(N.A.) 

(N.A.) 

Source:  Consumption  data  from  U.  S.  Department  of  Commerce,  “Survey  of  Current  Business.” 


Adjusted  Gross  Individual  Income,  Individual  Net  Income,  and  Corporate  Net  Income  data  from 
Bureau  of  Internal  Revenue,  “Statistics  of  Income.” 

1 Preliminary. 

(N.  A.)  Not  available. 
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CHART  39 

PERSONAL  CONSUMPTION  EXPENDITURES 

UNITED  STATES 
1929  to  1951 
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income  data  to  allow  for  the  fact  that  Pennsyl- 
vania could  not  tax  the  interest  on  federal  securi- 
ties and  for  other  differences  in  the  basis  of  a 
state  and  federal  income  tax. 

The  national  data  are  summarized  in  Tables 
115  and  116.  It  will  be  observed  that  corporate 
net  income  is  the  most  variable  of  the  data  com- 
pared. Corporate  net  income  is  substantially 
smaller  than  the  adjusted  gross  and  net  income  of 
individuals,  in  the  aggregate.  It  is  also  much 
smaller  than  total  consumer  expenditures,  after 
excluding  alcoholic  beverages,  cigarettes,  gasoline, 
and  food  purchased  for  home  consumption. 

The  aggregate  adjusted  gross  and  net  incomes 
of  individuals  move  up  and  down  together  with 
changing  economic  conditions,  but  they  are  much 


more  stable  than  corporate  net  income.  With  the 
rising  levels  of  prices  during  and  after  the  war, 
both  personal  and  corporate  income  and  also  con- 
sumer expenditures  increased  substantially.  Con- 
sumer expenditures  rose  most  steadily,  corporate 
net  income  the  least. 

The  data  indicate  that  if  purchases  of  food  for 
home  consumption  are  excluded  from  consumer 
expenditures,  the  remaining  expenditures  are  sub- 
stantially reduced  and  that  fluctuations  are  greater 
than  they  are  when  food  purchases  are  included. 
But  even  then,  the  remaining  expenditures  are 
more  stable  than  individual  adjusted  gross  and 
net  incomes  and  corporate  net  income. 

It  should  be  noted  here  that  a general  retail  or 
other  type  of  sales  tax  may  be  extended  to  busi- 


Table  116 

NATIONAL  PERSONAL  CONSUMPTION  EXPENDITURES 

1929-1951 
(In  billions) 


Year 

Total 

Personal 

Consumption 

Consumption 

of 

Commodities 

Consumption  of 
Commodities  Minus 
Alcoholic  Beverages, 
Gasoline  and  Oil, 
and  Tobacco 

Consumption  of 
Commodities  Minus 
Alcoholic  Beverages, 
Gasoline  and  Oil, 
Tobacco,  and  Food 
Purchased  for 
Home  Consumption 

1929 

$ 78.8 

$ 47.1 

$ 41.4 

$ 26.9 

1930 

70.8 

41.3 

36.0 

22.8 

1931 

61.2 

34.5 

29.4 

18.9 

1932 

49.2 

26.4 

22.9 

14.9 

1933 

46.3 

25.6 

22.2 

13.9 

1934 

51.9 

31.0 

26.0 

15.4 

1935 

56.2 

34.5 

28.8 

17.0 

1936 

62.5 

39.3 

32.7 

19.0 

1937 

67.1 

42.2 

34.9 

20.3 

1938 

64.5 

39.8 

32.7 

18.8 

1939 

67.5 

42.0 

35.4 

23.4 

1940 

72.1 

45.4 

37.6 

22  7 

1941 

82.3 

53.7 

44.8 

27.5 

1942 

91.2 

59.9 

50.5 

29.3 

1943 

102.2 

67.8 

58.0 

34.5 

1944 

111.6 

74.2 

63.4 

38.1 

1945 

123.1 

83.4 

71.1 

43.7 

1946 

146.9 

102.4 

87.3 

52.7 

1947 

165.6 

116.5 

100.2 

59.7 

1948 

177.9 

123.8 

107.4 

63.9 

1949 

180.6 

123.0 

106.2 

62.8 

1950 

194.3 

131.9 

114.3 

68.6 

1951 

208.0 

140.6 

122.1 

70.5 

Source:  U.  S.  Department  of  Commerce,  “Survey  of  Current  Business.’’ 
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ness,  governmental,  and  institutional  purposes. 
Fluctuations  in  the  volume  of  these  purchases, 
if  they  are  taxed,  would  affect  the  stability  of 
revenue  flow. 

Cost  of  Administering  State  Income  Tax 

Data  are  not  available  to  show  accurately  and 
completely  the  cost  of  administering  a state  in- 
come tax  at  different  levels  of  efficiency.  The 
tax  departments  of  the  various  states,  whic'h 
administer  both  the  corporate  and  personal  in- 
come taxes,  do  not  usually  maintain  separate  ac- 
counts to  indicate  the  particular  costs  of  enforc- 
ing and  collecting  each  type  of  tax.  The  data 
available  to  the  Tax  Study  Committee  provide 
a basis  for  estimating  that  the  costs  of  administer- 
ing the  personal  graduated  net  income  tax  of 
New  York  are  approximately  1.5  percent  of  the 
tax  collections.  This  is  apparently  about  the 
average  cost  of  collecting  a state  retail  sales  tax 
with  a substantial  yield. 

It  should  be  noted  here  that  the  ratio  of  ad- 
ministrative costs  to  tax  collections  does  not 
in  itself  indicate  the  comparative  efficiency  and 
completeness  of  tax  administration.  It  is  also 
worth  observing  that  the  costs  of  administering 
a new  tax  tend  to  be  higher  in  the  initial  years 
of  its  administration,  and  that  as  the  volume  of 
tax  collections  increases  with  higher  levels  of 
economic  activity  the  ratio  of  administrative  costs 
to  tax  collections  also  tends  to  decline. 

Duplication  of  State  and  Local  Income  Taxes 

A peculiar  fiscal  situation  has  developed  in 
Pennsylvania.  Here  local  governments  are  per- 
mitted to  tax  those  objects  which  the  Common- 
wealth can  but  does  not  tax,  subject  to  some 
restrictions.  Pennsylvania  has  gone  further  than 
any  other  state  in  opening  up  new  sources  of 
revenue  to  local  governments.  Now,  in  addition 
to  Philadelphia,  nearly  300  local  governments 
are  collecting  income  taxes.  Philadelphia  raised 
$45.6  million  from  this  source  in  1952.  This  was 
31.0  percent  of  the  city  government  revenues.  In 
1951,  local  units  outside  Philadelphia  collected 
almost  $12.5  million  from  their  income  taxes 
and  are  now  obtaining  greater  revenues  from 
this  source. 

May  the  Commonwealth  enter  a revenue  field 
which  is  important  to  many  local  governments? 


Following  the  enactment  of  “Act  481”  into  law 
in  1947,  many  local  governments  have  adopted 
taxes  on  amusements,  mechanical  devices,  busi- 
ness privileges,  mercantile  licenses,  realty  trans- 
fers, and  incomes.  Per  capita  taxes  have  been 
widely  enacted.  Is  the  Commonwealth,  which  has 
greatly  expanded  its  aid  to  local  governments, 
now  in  the  position  of  having  given  to  its  local 
subdivisions  productive  taxing  powers  which  it 
cannot  itself  utilize? 

Legally,  of  course,  the  Commonwealth  may 
forbid  the  local  governments  to  tax  incomes  and 
other  objects  or  it  may  authorize  them  to  impose 
additional  taxes  on  income  even  if  a Common- 
wealth income  tax  is  adopted.  Another  course  of 
action  would  be  the  sharing  of  state  income  tax 
collections  with  the  local  governments  on  a basis 
which  would  guarantee  them  at  least  as  much 
revenue  as  they  now  obtain  from  this  source. 

Considering  the  administrative  and  compliance 
problems,  revenue  possibilities,  and  the  equity  of 
taxation,  there  is  much  to  be  said  for  a uniform 
state-wide  income  tax  in  preference  to  hundreds 
or  thousands  of  local  taxes  on  income.  Many 
small  communities,  lacking  large  industrial  and 
commercial  enterprises  and  employment,  cannot 
develop  a local  income  tax  as  a fertile  revenue. 
Such  communities  may  require  state  assistance 
in  obtaining  revenues  by  means  of  shares  of  state- 
collected  taxes  or  grants. 

A large  city  such  as  Philadelphia  presents 
peculiar  problems.  Philadelphia  depends  heavily 
upon  the  city  income  tax  for  revenue.  The  Phila- 
delphia income  tax  is  expected  to  yield  $47.6 
million  in  1953,  or  26.3  percent  of  the  city  gov- 
ernment tax  receipts.  (See  Appendix  XIII  for 
tax  collection  data.)  Unless  the  Commonwealth 
would  be  prepared  to  restore  this  revenue  from 
a state  income  tax  or  another  source,  it  may  be 
necessary  in  the  event  that  a state  income  tax 
is  adopted,  to  permit  Philadelphia  to  continue 
to  collect  its  income  tax  as  an  additional  revenue. 

Earmarking  State  Revenues  for  Certain 
Services 

The  question  of  the  appropriate  state  and  local 
government  relations  with  respect  to  the  income 
tax  is  similar  to  the  question  previously  men- 
tioned in  the  discussion  of  the  general  sales  tax 
as  a possible  state  revenue.  Frequently  it  is  sug- 
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gested  that  if  Pennsylvania  should  adopt  a gen- 
eral tax  on  personal  incomes  or  sales  a part 
or  all  of  the  tax  should  be  earmarked,  or  re- 
served, for  the  support  of  education  because  of 
the  great  and  growing  demands  of  the  public 
school  system  for  new  funds  to  finance  its  more 
costly  program.  In  Pennsylvania  the  state  taxes 
on  motor  vehicles  and  motor  vehicle  fuel  are 
segregated,  by  constitutional  mandate,  for  the 
exclusive  use  of  the  highway  system.  The  ear- 
marking of  some  or  all  of  the  collections  of  a 
particular  revenue  for  specific  state  or  local  gov- 
ernment use  is  rather  common  among  the  states. 
It  has  been  noted  in  the  previous  discussion  that 
in  a number  of  instances  state  governments  have 
devoted  personal  income  or  sales  tax  revenues 
directly  to  the  support  of  education. 

A number  of  advantages  are  cited  by  those  who 
advocate  the  earmarking  of  tax  funds.  If  the 
citizens  know  that  a new  tax  is  being  imposed  to 
pay  for  the  public  schools,  public  assistance, 
health,  veterans’  bonuses,  or  some  other  service 
which  they  approve,  they  will  presumably  also  ap- 
prove the  new  tax.  The  function  financed  in  this 
manner  has  the  assurance  of  funds  from  a desig- 
nated source  of  revenue.  If  the  taxpayers  think 
that  function  needs  more  revenue  or  is  costing 
too  much,  they  may  exercise  their  influence  to 
raise  or  lowTer  the  earmarked  tax. 

The  earmarking  device  has  been  found,  how- 
ever, to  suffer  from  certain  disadvantages  which 
may  prove  to  be  serious.  There  may  be  too  much 
or  too  little  revenue  available  for  the  public 
service  being  financed  or  for  the  local  govern- 
ments receiving  aid  in  this  way  because  the 
earmarking  is  mechanical,  being  a stated  per- 
centage of  tax  collections,  a certain  part  of  the 
total  tax  rate,  or  possibly  a designated  sum  of 
money.  If  the  basis  of  the  earmarked  tax  varies 
considerably  from  year  to  year,  the  funds  re- 
ceived will  vary  accordingly  rather  than  with 
changes  in  the  need  for  them.  If  the  function  being 
financed  in  this  manner  has  too  much  or  too 
little  money,  other  functions  may  be  in  the  op- 
posite situation,  suffering  from  a lack  of  funds 
or  obtaining  more  than  is  needed.  The  chief 
objection  to  earmarking  has  been  the  inflexibility 
of  an  arrangement  which  is  governed  automat- 
ically rather  than  by  judgment,  unless  the  ear- 
marking is  to  be  subject  to  annual  revision. 


It  is  customary  for  the  states  to  place  tax  col- 
lections in  the  general  fund  which  are  being 
used  to  finance  general  public  functions.  It  is 
not  necessary  then  to  divide  tax  collections  into 
numerous  compartments  among  many  special 
funds  whose  financing  may  prove  very  difficult 
to  control  if  a prolific  source  of  revenue  is  pre- 
empted for  a special  use.  The  General  Fund  lends 
itself  to  distribution  from  year  to  year  among 
the  essential  state  services  according  to  the  need 
for  them  and  their  changing  expenditure  require- 
ments. Financing  through  the  General  Fund  fac- 
ilitates an  overall  view  of  the  State  expenditure 
program  and  its  overall  control  as  the  various 
parts  of  the  program  are  related  to  each  other. 

Estimated  Revenue  from  a State  Income  Tax 

The  revenue  to  be  obtained  by  the  Common- 
wealth from  an  income  tax  would  depend  upon 
the  type  of  tax  imposed,  the  rates  and  other  fea- 
tures of  the  tax,  prevailing  economic  conditions, 
and  the  effectiveness  of  enforcement.  It  will  be 
assumed  here,  for  illustrative  purposes,  that  a high 
level  of  economic  activity  continues  at  approxi- 
mately the  1952  levels.  The  revenues  will  be  esti- 
mated in  approximate  amounts : 

1.  A gross  income  tax  at  a rate  of  1 percent 
of  the  incomes  of  individuals  and  the  net  in- 
come of  unincorporated  enterprises  and  pro- 
fessions similar  to  the  tax  proposed  in 
Pennsylvania  in  1951,  $135  million  a year. 

2.  A flat  rate  net  income  tax  at  a rate  of  1 
percent  on  the  net  incomes  of  individuals 
with  deductions  similar  to  the  federal  but 
without  any  exemptions,  $120  million  a year. 

3.  A tax  at  a rate  of  7 percent  computed  on  the 
basis  of  the  graduated  federal  net  income 
tax,  and  thus  a graduated  tax,  in  effect, 
$140  million  a year. 

4.  A graduated  net  income  tax  similar  to  that 
of  the  State  of  New  York  and  at  similar 
rates,  that  is,  graduated  from  1.8  to  6.3  per- 
cent, with  exemptions  of  $1,000  for  single 
persons  and  $2,500  for  married  couples, 
and  a credit  of  $400  for  dependents,  an  esti- 
mated revenue  of  $135  million  a year. 

Summary 

The  personal  net  income  tax  is  a direct  tax 
on  the  individual.  More  than  any  other  tax. 
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perhaps,  the  graduated  net  income  tax  has  been 
regarded  as  a tax  based  upon  personal  ability 
to  pay. 

Twenty-nine  states  now  impose  general  per- 
sonal net  income  taxes,  which  raised  approxi- 
mately $900  million  in  1952.  In  addition,  Indiana 
levies  a general  gross  income  tax  on  individuals  as 
a supplement  to  the  gross  income  tax  on  business. 

Twenty-one  states,  including  Indiana,  levy  both 
a general  personal  income  tax  and  a general  sales 
tax.  If  the  long-term  trend  of  state  taxation  pat- 
terns continues  it  seems  possible  that  in  the  not 
too  remote  future  nearly  all  states  will  have  both 
a general  income  tax  and  a general  sales  tax. 
The  two  taxes  supplement  each  other,  distributing 
the  costs  of  government  somewhat  differently. 

Personal  gross  and  net  income  are  more  stable 
as  a basis  of  taxation  than  corporate  net  income 
but  somewhat  less  stable  than  consumer  expendi- 
tures. 

Several  states  earmark  part  of  the  income  tax 
revenue  for  the  support  of  the  public  schools. 

The  general  personal  net  income  taxes  of  the 
states  are  commonly  graduated  in  rate  according 
to  the  amount  of  taxable  net  income.  Massa- 
chusetts and  Maryland,  however,  tax  investment 
income  at  a higher  rate  than  income  from  personal 
services. 

No  new  state  general  personal  income  taxes 
have  been  adopted  since  1937.  The  high  federal 
income  tax  rates  seem  to  have  discouraged  the 
enactment  of  new  state  taxes.  Meanwhile,  several 
states  have  adopted  general  sales  taxes. 

In  Pennsylvania,  the  Constitution  requires  uni- 
form taxation.  This  apparently  precludes  the 
adoption  of  a graduated  net  income  tax  and  may 
also  forbid  the  enactment  of  a flat  rate  net  in- 
come tax,  with  or  without  exemptions,  until  the 
Constitution  is  amended.  At  this  time  only  a flat 
rate  gross  income  tax  on  individuals,  without  ex- 
emptions, is  unquestionably  constitutional. 

If  the  Commonwealth  should  adopt  an  income 
tax,  the  problem  of  coordinating  the  state  and 
local  income  taxes  would  arise.  Considering  the 
administrative  and  compliance  problems,  revenue 
possibilities,  and  the  equity  of  taxation,  there 
is  much  to  be  said  for  a uniform  statewide 
income  tax  in  preference  to  hundreds  or  thou- 
sands of  local  taxes  on  income. 


Unless  the  Commonwealth  would  be  prepared 
to  restore  to  Philadelphia  the  revenue  which  it 
would  lose  from  abandoning  this  source,  how- 
ever, it  may  be  necessary  in  the  event  that  a state 
income  tax  is  adopted,  for  the  Commonwealth  to 
permit  Philadelphia  to  continue  to  collect  its 
income  tax  as  an  additional  revenue. 

The  earmarking  of  part  or  all  of  a general  tax 
on  personal  income  or  retail  sales  for  education, 
would  identify  a new  tax  with  the  revenue  needs 
of  the  public  schools  and  might  be  received  more 
favorably  by  the  citizens.  On  the  other  hand,  the 
function  to  be  aided  as  well  as  other  functions 
might  suffer  from  a dearth  or  an  overabundance 
of  revenue,  depending  upon  the  results  of  the 
mechanical  distribution  of  funds  on  the  basis  of 
the  earmarking  formula.  Financing  education 
and  other  general  functions  through  the  Gen- 
eral Fund  lends  itself  to  a more  flexible  appor- 
tionment of  funds  according  to  changing  needs 
and  costs  and  facilitates  the  over-all  control  of 
state  expenditures. 

The  annual  revenue  which  an  income  tax  would 
yield,  assuming  1952  levels  of  activity,  would 
vary  with  the  type  of  tax  imposed  and  the  effec- 
tiveness of  enforcement.  These  estimates  of  ap- 
proximate revenues  are  cited : 

1.  A gross  income  tax  at  a rate  of  1 percent 
on  the  incomes  of  individuals  and  the  net 
income  of  unincorporated  businesses  and 
professions  similar  to  that  proposed  in 
Pennsylvania  in  1951,  $135  million  a year. 

2.  A flat  rate  net  income  tax  at  a rate  of  1 
percent  of  the  net  incomes  of  individuals, 
with  deductions  similar  to  the  federal  but 
without  any  exemptions,  $120  million  a year. 

3.  A tax  at  a rate  of  7 percent,  computed  on 
the  basis  of  the  graduated  federal  net  in- 
come tax,  and  thus  graduated,  in  effect. 
$140  million  a year. 

4.  A graduated  net  income  tax  similar  to 
that  of  the  State  of  New  York  and  at  similar 
rates,  that  is,  graduated  from  1.8  to  6.3 
percent,  with  exemptions  of  $1,000  for 
single  persons  and  $2,500  for  married 
couples  and  $400  for  dependents,  an  esti- 
mated revenue  if  $135  million  a year. 
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CHAPTER  XIV 

THE  NEED  FOR  A BUREAU  OF  TAX  RESEARCH 

AND  STATISTICS 


THE  Committee  is  of  the  opinion  that  there 
should  be  a Bureau  of  Tax  Research  and 
Statistics  in  the  Department  of  Revenue, 
adequately  staffed  with  trained  and  competent 
economists,  statisticians,  and  assistants  to  carry 
on  effectively  a program  of  tax  research  and  tax 
information,  and  the  issuing  of  necessary  tax  re- 
ports. Adequate  library  and  research  facilities 
should  be  available  for  the  Bureau. 

As  the  Committee  views  it,  the  functions  of 
a modern  Bureau  of  Tax  Research  and  Statistics 
would  include: 

1 — Assembling  and  interpreting  data  required 
in  revenue  estimating 

2 — Gathering  and  analyzing  data  dealing  with 
economic  trends  in  Pennsylvania  and  other 
leading  states 

3 — Studying  the  economic  problems  and  effects 
of  existing  taxes 

4 — Studying  the  administrative  problems  of 
existing  taxes 

5 — Studying  the  economic  and  administrative 
problems  of  potential  new  sources  of  revenue 

6 — -Studying  tax  trends  and  problems  in  other 
states  of  importance  to  Pennsylvania 

7 — Conducting  special  studies  of  interest  to  the 
Governor,  the  Department  of  Revenue,  the 
General  Assembly,  and  the  public 

8 — Studying  state  and  local  government  tax  re- 
lations 

9 — -Preparing  monthly,  quarterly,  annual,  and 
other  tax  reports 


10 —  Maintaining  a reference  library  for  the  study 
of  tax  problems 

11 —  Maintaining  files  of  pertinent  and  useful  tax 
data 

12 —  Providing  technical  assistance  to  other  state 
departments  on  tax  questions  involving  eco- 
nomic and  statistical  problems 

13 —  Providing  information  for  answering  in- 
quiries of  taxpayers,  public  officials,  and 
the  citizens  concerning  relevant  tax  matters 

14 —  Engaging  in  such  other  research  and  statis- 
tical activities  as  would  be  helpful  in  the 
formulation  of  a tax  system  sound  in  prac- 
tice as  well  as  in  theory. 

Tax  Information 

This  Bureau  would  have  the  primary  duties 
concerned  with  the  assembling  and  analysis  of 
data  required  for  the  issuance  of  tax  information 
by  the  Department.  The  Committee  feels  that  an 
annual  report  should  be  put  out  by  the  Depart- 
ment of  Revenue  containing  the  following  type 
of  tax  information : 

1 —  A summary  of  trends  in  tax  collections 

2 —  The  changes  in  tax  legislation  approved  by 
the  General  Assembly  and  the  Governor 

3 —  An  explanation  of  the  organization  and  op- 
eration of  the  Department  of  Revenue 

4 —  The  names  of  the  important  tax  personnel 

5 —  An  analysis  of  current  problems  of  tax  ad- 
ministration and  compliance 

6 —  An  explanation  of  the  major  features  of  the 
state  tax  system 
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7 —  Comparisons  of  taxes  in  Pennsylvania  with 
those  in  other  leading  states 

8 —  Impact  of  state  and  local  taxation  on  the 
economy 

9 —  Important  developments  in  local  as  well  as 
state  taxation 

10 — Other  essential  information  of  value  and 
interest  to  the  General  Assembly,  the  Admin- 
istration, and  the  public  in  understanding 
state  tax  problems  and  finding  solutions  for 
them. 

In  addition  to  these  duties,  this  Bureau  should 
have  on  hand  at  all  times  essential  data  assembled 
for  special  studies  of  the  nature  of  the  present 
study  and  other  analyses  of  tax  problems. 

The  annual  report  may  therefore  need  to  be 
supplemented  by  special  reports  of  studies  under- 
taken by  the  Department  of  Revenue. 

The  complexities  of  modern  taxes  are  such 
that  they  cannot  be  dealt  with  rationally  without 
patient  and  penetrating  study  for  the  information 
of  those  who  formulate  and  enact  tax  legislation. 
The  methods  and  costs  of  tax  administration  are 
always  problems  which  require  regular  analysis. 

The  choice  among  tax  alternatives  in  raising 
the  needed  new  revenue  of  the  Commonwealth 
cannot  be  made  wisely  unless  the  limitations  and 
advantages  of  the  present  as  well  as  possible  new 
sources  of  revenue  are  understood.  It  may  be  to 
the  advantage  of  the  economy  to  lower  some  taxes 
even  if  taxes  in  general  must  be  increased.  It 
may  also  be  that  certain  inequities  could  be  re- 
moved by  the  development  of  improved  tax 
measures. 

The  tax  climate  must  not  be  unfavorable  if 
the  goals  of  ever  increasing  individual  incomes, 
living  standards,  saving,  employment,  and  produc- 
tion are  to  be  achieved.  It  is  therefore  necessary 
to  study  economic  trends  in  other  states  as  well 
as  in  Pennsylvania  and  to  note  the  possible  effects 
of  taxation  on  economic  developments. 

Revenue  forecasting  requires  a great  amount 
of  research  and  statistics.  At  best,  revenue  fore- 
casting is  bound  to  be  somewhat  uncertain,  espe- 


cially with  a biennial  budget.  (See  Appendix 
XIV).  It  can  be  strengthened  greatly,  however, 
by  having  available  all  pertinent  economic  and 
statistical  data  concerning  general  and  particular 
economic  trends. 

The  other  leading  states  have  found  it  neces- 
sary to  organize  and  maintain  a Bureau  of  Tax 
Research  and  Statistics  in  conjunction  with  the 
program  of  the  Tax  Department.  The  work  of 
the  Tax  Study  Committee  has  clearly  demon- 
strated the  need  for  a similar  bureau  in  Pennsyl- 
vania. The  proposed  Bureau  of  Tax  Research 
and  Statistics  should  be  under  the  supervision  of 
a Director  who  is  a trained  economist  competent 
to  undertake  statistical  analyses.  The  need  for 
such  a Bureau  is  so  great  that  provision  for  it 
should  now  be  made.  Such  a Bureau  would  not 
involve  a great  expenditure  of  funds.  The  out- 
lay it  would  require  would  be  money  well  spent. 

The  Director  should  have  available  an  ade- 
quate staff  of  persons  trained  and  competent  in 
economic  and  statistical  analysis  as  well  as  such 
clerical,  stenographic,  and  other  assistance  as  may 
be  needed.  The  Bureau  should  have  at  its  dis- 
posal a fully  adequate  library  of  tax,  financial,  and 
economic  publications  and  such  other  sources 
of  information  as  would  be  advantageous  in  con- 
ducting its  research  and  statistical  work. 

Summary 

This  chapter  has  emphasized  the  need  for  a 
Bureau  of  Tax  Research  and  Statistics  in  the 
Department  of  Revenue,  adequately  staffed  with 
trained  and  competent  economists,  statisticians, 
and  assistants.  Adequate  library  and  research 
facilities  should  be  available  for  the  Bureau. 

Such  a bureau  would  assemble  and  analyze 
essential  tax  data  and  interpret  it  for  the  benefit 
of  the  Department  of  Revenue,  the  Governor,  the 
General  Assembly,  and  the  public. 

It  would  be  invaluable  in  the  preparation  of 
an  annual  report  by  the  Department  of  Revenue, 
and  in  the  preparation  of  such  other  tax  reports 
as  might  be  issued. 
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THE  GENERAL  FUND  REQUIREMENTS 
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Table  118 


STATE  EXPENDITURES  FOR  GENERAL  CONTROL* 


Fiscal  Year  1951 


Total  Expenditures 

(In  thousands) 

Per  Capita  Expenditures 

Rank 

State 

Amount 

Rank 

State 

Amount 

1st 

New  York  ...... 

$45,753 

1st 

Connecticut  

$3.93 

2nd 

California  

42,153 

2nd 

California  

3.82 

3rd 

Pennsylvania  . . . 

20,416 

3rd 

Maryland  

3.08 

4th 

Illinois  

15,555 

4th 

Massachusetts  

3.08 

5th 

Massachusetts  . . . 

14,558 

5th 

New  York  

3.04 

6th 

Ohio  

13,761 

6th 

New  jersey  

2.26 

7th 

New  Jersey  

........  11 ,228 

7th 

Virginia  

2.17 

8th 

Michigan  

11,163 

8th 

West  Virginia 

1.94 

9th 

Connecticut  

8,006 

9th 

Pennsylvania  

1.93 

10th 

Maryland  

7,520 

10th 

Wisconsin  

1.88 

11th 

Virginia  

7,360 

11th 

Indiana  

1.81 

12th 

Indiana  

7,323 

12th 

Illinois  

1.76 

13th 

Wisconsin  

6,521 

13th 

Michigan  

1.71 

14th 

North  Carolina  . . 

5,692 

14th 

Ohio  

1.71 

15th 

West  Virginia  . . . 

3,868 

15th 

North  Carolina  

1.38 

% of  Total  Income  Payments  to 

Individuals 

in  State 

% of  Total  State  Expenditures** 

Rank 

State 

Amount 

Rank 

State 

Amount 

1st 

California  

0.20% 

1st 

New  jersey  

7.01% 

2nd 

Connecticut  . . . . 

0.20 

2nd 

Connecticut  

5.62 

3rd 

Maryland  

0.19 

3rd 

New  York  

4.56 

4th 

Virginia  

0.18 

4th 

California  

4.20 

5th 

Massachusetts  . . 

0.18 

5th 

Massachusetts  

4.20 

6th 

West  Virginia  . . 

0.17 

6th 

Maryland  

3.99 

7th 

New  York  

0.15 

7th 

Virginia  

3.77 

8th 

North  Carolina  . 

0.13 

8th 

Illinois  

3.37 

9th 

New  Jersey  . . . . 

0.12 

9th 

Indiana  

3.26 

10th 

Pennsylvania 

0.11 

10th 

Pennsylvania  

3.25 

11th 

Wisconsin  

0.11 

11th 

Ohio  

3.05 

12th 

Indiana  

0.11 

12th 

West  Virginia  

2.91 

13th 

Michigan  

0.10 

13th 

Wisconsin  

2.73 

14th 

Ohio  

0.10 

14th 

Michigan  

2.10 

15th 

Illinois  

0.09 

15th 

North  Carolina  

1.62 

Source:  See  Table  117. 


*Expenditures  for  the  legislative  and  judicial  branches  of  the  government,  the  office  of  the  chief  execu- 
tive, auxiliary  agencies,  and  staff  services. 

**Total  expenditures  exclude  federal  aid  and  veterans’  bonus  payments. 
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Table  119 


STATE  EXPENDITURES  FOR  PUBLIC  SAFETY* * ** 
Fiscal  Year  1951 


Total  Expenditures  (In  thousands)  Per  Capita  Expenditures 


Rank 

State 

Amount 

Rank 

State 

Amount 

1st 

California  

$15,595 

1st 

Connecticut  

$1.99 

2nd 

Pennsylvania  

12,360 

2nd 

California  

' 1.41 

3rd 

New  York 

10,621 

3rd 

Virginia  

1.30 

4th 

Illinois  

8,930 

4th 

Pennsylvania  

1.17 

5 th 

Michigan  

6,537 

5 th 

New  Jersey  

1.08 

6th 

New  Jersey  

5,358 

6th 

Maryland  

1.04 

7th 

Virginia  

4,409 

7th 

Illinois  

1.01 

8th 

Connecticut  

4,058 

8th 

Michigan  

1.00 

9th 

Massachusetts  

4,057 

9th 

Massachusetts  

.86 

10th 

Ohio  

3,857 

10th 

Indiana  

.81 

11th 

Indiana  

3,258 

11th 

West  Virginia 

.81 

12th 

North  Carolina  

3,228 

12th 

North  Carolina  

.78 

13  th 

Maryland  

2,539 

13  th 

New  York  

.71 

14th 

West  Virginia 

1,610 

14th 

Ohio  

.48 

15th 

Wisconsin  

1,147 

15  th 

Wisconsin  

.33 

% of  Total  Income  Payments 

to 

Individuals  in  State 

% of  Total  State  Expenditures 

** 

Rank 

State 

Amount 

Rank 

State 

Amount 

1st 

Virginia  

0.11% 

1st 

New  Jersey  

5.58% 

2nd 

Connecticut  

0.10 

2nd 

Connecticut  

2.85 

3rd 

North  Carolina  

0.07 

3rd 

Virginia  

2.26 

4th 

California  

0.07 

4th 

Pennsylvania  

1.97 

5th 

Pennsylvania  

0.07 

5th 

Illinois  

1.93 

6th 

West  Virginia  

0.07 

6th 

California 

1.56 

7th 

Maryland  

0.07 

7th 

Indiana  

1.45 

8th 

New  Jersey 

0.06 

8th 

Maryland  

1.35 

9th 

Michigan  

0.06 

9th 

Michigan  

1.23 

10th 

Illinois  

0.05 

10th 

West  Virginia 

1.21 

11th 

Indiana  

0.05 

11th 

Massachusetts  

1.17 

12th 

Massachusetts  

0.05 

12th 

New  York  

1.06 

13th 

New  York  

0.04 

13  th 

North  Carolina  

0.92 

14th 

Ohio  

0.03 

14th 

Ohio  

0.86 

15th 

Wisconsin  

0.02 

15th 

Wisconsin  

0.48 

Source:  See  Table  117. 

* Expenditures  for  law  enforcement  and  traffic  control,  crime  prevention,  correction,  and  military 
and  civil  defense  activities. 

**Total  expenditures  exclude  federal  aid  and  veterans’  bonus  payments. 
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Table  120 


STATE  EXPENDITURES  FOR  PUBLIC  WELFARE* * 

Fiscal  Year  1951 


Total  Expenditures  (In  thousands) 


Rank  State  Amount 


1st  California  $150,202 

2nd  New  York  138,532 

3rd  Pennsylvania  85,492 

4th  Illinois  83,780 

5th  Ohio  54,868 

6th  Massachusetts  48,531 

7th  Michigan  47,568 

8th  Connecticut  21,799 

9th  Wisconsin  17,119 

10th  Indiana  11,799 

11th  New  Jersey  11,700 

12th  West  Virginia  11,610 

13th  Maryland  6,962 

14th  North  Carolina  4,804 

15th  Virginia  3.768 

% of  Total  Income  Payments 
to  Individuals  in  State 

Rank  State  Amount 


1st  California  0.71% 

2nd  Massachusetts  0.59 

3rd  Connecticut  0.54 

4th  West  Virginia  0.50 

5th  Illinois  0.49 

6th  Pennsylvania  0.49 

7th  New  York  0.45 

8th  Michigan  0.42 

9th  Ohio  0.38 

10th  Wisconsin  0.31 

11th  Maryland  0.18 

12th  Indiana  0.18 

13th  New  Jersey 0.13 

14th  North  Carolina 0.11 

15th  Virginia  0.09 


Per  Capita  Expenditures 

Rank 

State 

Amount 

1st 

California  

$13.62 

2nd 

Connecticut  

10.70 

3rd 

Massachusetts 

10.26 

4th 

Illinois  

9.50 

5th 

New  York  

9.22 

6th 

Pennsylvania  . . . 

8.10 

7th 

Michigan  

7.27 

8th 

Ohio  

6.80 

9th 

West  Virginia  . . 

5.82 

10th 

Wisconsin  

4.93 

11th 

Indiana  

2.92 

12th 

Maryland  

2.85 

13  th 

New  Jersey  

2.35 

14th 

North  Carolina  . . 

1.16 

15th 

Virginia  

1.11 

% of  Total  State 

Expenditures** 

Rank 

State 

Amount 

1st 

Illinois  

18.14% 

2nd 

Connecticut  

15.29 

3rd 

California  

14.98 

4th 

Massachusetts  . . . 

14.01 

5th 

New  York  

13.82 

6th 

Pennsylvania  . . . 

13.62 

7th 

Ohio  

12.17 

8th 

Michigan  

8.96 

9th 

West  Virginia  . . 

8.75 

10th 

New  Jersey 

7.31 

11th 

Wisconsin  

7.16 

12th 

Indiana  

5.26 

13  th 

Maryland  

3.69 

14th 

Virginia  

1.93 

15th 

North  Carolina  . . 

1.37 

Source:  See  Table  117. 

* Expenditures  for  support  of  and  assistance  to  needy  persons  contingent  upon  their  needs,  includ- 
ing health,  hospital,  or  other  services  to  the  needy  when  administered  as  part  of  a public  welfare  pro- 
gram. Exclude  bonuses  or  other  aids  for  veterans  as  a class,  pensions  to  former  employes,  and  other 
benefits  not  contingent  on  need. 

**Total  expenditures  exclude  federal  aid  and  veterans’  bonus  payment. 
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Table  121 


STATE  EXPENDITURES  FOR  HIGHWAYS* * 
Fiscal  Year  1951 


Total  Expenditures  (In  thousands) 


Rank  State  Amount 


1st  California  $183,824 

2nd  Pennsylvania  166,531 

3rd  New  York  130,334 

4th  North  Carolina  129,358 

5th  Ohio  127,893 

6th  Illinois  97,038 

7th  Michigan  86,351 

8th  Massachusetts  75,671 

9th  Maryland  66,394 

10th  Indiana  63,675 

11th  Virginia  53/150 

12th  Wisconsin  52,165 

13th  New  Jersey  46.857 

14th  West  Virginia  38,008 

15th  Connecticut  26,339 

% of  Total  Income  Payments 
to  Individuals  in  State 

Rank  State  Amount 


1st  North  Carolina  2.97% 

2nd  Maryland  1.71 

3rd  West  Virginia  1.62 

4th  Virginia  1.31 

5th  Indiana  0.96 

6th  Pennsylvania  0.95 

7th  Wisconsin  0.93 

8th  Massachusetts  0.92 

9th  Ohio  0.88 

10th  California  0.86 

11th  Michigan  0.76 

12th  Connecticut  0.65 

13th  Illinois  0.57 

14th  New  Jersey  . 0.53 

15th  New  York  0.42 


Per  Capita  Expenditures 


Rank  State  Amount 


1st  North  Carolina $31.28 

2nd  Maryland  27.20 

3rd  West  Virginia  19.05 

4th  California  16.67 

5th  Massachusetts  15.99 

6th  Ohio  15.86 

7th  Virginia  15.85 

8th  Indiana  15.78 

9th  Pennsylvania  15.77 

10th  Wisconsin  15.01 

11th  Michigan  13.19 

12th  Connecticut  12.92 

13th  Illinois  11.00 

14th  New  Jersey  9.42 

15th  New  York 8.67 


% of  Total  State  Expenditures  ** 
Rank  State  Amount 


1st  North  Carolina 36.90% 

2nd  Maryland  35.21 

3rd  New  Jersey 29.26 

4th  West  Virginia  28.64 

5th  Indiana  28.41 

6th  Ohio  28.38 

7th  Virginia  27.45 

8th  Pennsylvania  26.52 

9th  Massachusetts  21.85 

10th  Wisconsin  21.82 

11th  Illinois  21.01 

12th  Connecticut  18.48 

13th  California  18.33 

14th  Michigan  16.27 

15th  New  York 13.00 


Source:  See  table  117. 

* Expenditures  for  streets,  highways,  and  structures  necessary  for  their  use,  snow  and  ice  removal 
and  ferries.  Include  support  of  or  reimbursement  for  street  and  highway  activities  of  local  govern- 
ments, including  aid  to  local  governments  for  debt  service  on  local  highway  debt. 

**  Total  expenditures  exclude  federal  aid  and  veterans’  bonus  payments. 
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Table  122 


STATE  EXPENDITURES  FOR  NATURAL  RESOURCES* * ** 

Fiscal  Year  1951 


Total  Expenditures  (In  thousands) 


Rank  State  Amount 


1st  California  $60,704 

2nd  New  York  34,448 

3rd  Pennsylvania 29,889 

4th  Illinois  14,792 

5 th  Michigan  13,161 

6th  Wisconsin  12,949 

7th  Ohio  8,555 

8th  North  Carolina  7,852 

9th  Virginia  7,363 

10th  Indiana 7,278 

11th  Massachusetts  6,292 

12th  New  Jersey  5,573 

13th  Maryland  4,626 

14th  Connecticut  4,005 

15th  West  Virginia 3,440 

% of  Total  Income  Payments 
to  Individuals  in  State 

Rank  State  Amount 


1st  California  0.29% 

2nd  Wisconsin  0.23 

3rd  North  Carolina  0.18 

4th  Virginia  0.18 

5th  Pennsylvania  0.17 

6th  West  Virginia 0.15 

7th  Maryland  0.12 

8th  Michigan  0.12 

9th  New  York  0.11 

10th  Indiana  0.11 

11th  Connecticut  0.10 

12th  Illinois  0.09 

13th  Massachusetts  0.08 

14th  New  Jersey  0.06 

15th  Ohio  0.06 


Rank 

Per  Capita  Expenditures 
State 

Amount 

1st 

California  

$5.51 

2nd 

Wisconsin  

3.73 

3rd 

Pennsylvania  

2.83 

4th 

New  York  

2.29 

5th 

Virginia  

2.18 

6th 

Michigan  

2.01 

7th 

Connecticut  

1.97 

8th 

Maryland  

1.90 

9th 

North  Carolina  

1.90 

10th 

Indiana  

1.80 

11th 

West  Virginia 

1.72 

12th 

Illinois  

1.67 

13  th 

Massachusetts  

1.33 

14  th 

New  Tersey  

1.12 

15  th 

Ohio  

1.06 

% of  Total  State  Expenditures 

** 

Rank 

State 

Amount 

1st 

California  

6.05% 

2nd 

Wisconsin 

5.42 

3rd 

Pennsylvania  

4.76 

4th 

Virginia  

3.77 

5th 

New  Jersey  

3.48 

6th 

New  York  

3.44 

7th 

Indiana  

3.24 

8th 

Illinois  

3.20 

9th 

Connecticut  

2.81 

10th 

West  Virginia 

2.59 

11th 

Michigan  

2.48 

12th 

Maryland  

2.45 

13  th 

North  Carolina  

2.24 

14th 

Ohio  

1.90 

15th 

Massachusetts  

1.82 

Source:  See  Table  117. 

* Expenditures  for  activities  through  which  States  seek  to  conserve,  develop,  or  utilize  their  natural 
resources  of  soil,  water,  forests,  minerals,  wild  life,  etc.  Include  agricultural  experiment  stations  and 
farms  and  agricultural  extension  services  of  State  institutions  of  higher  education,  state  electric  power 
development  activities,  and  atomic  energy  research  in  State  institutions  of  higher  education  as  well  as 
fish  and  game,  flood  control,  forestry,  geological  research,  soil  and  water  conservation,  and  other  con- 
servation activities. 

**  Total  expenditures  exclude  federal  aid  and  veterans’  bonus  payments. 
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Table  123 


STATE  EXPENDITURES  FOR  HOSPITALS  AND  HEALTH* 


Fiscal  Year  1951 


Total  Expenditures  (In 

thousands) 

Per  Capita  Expenditures 

Rank 

State 

Amount 

Rank 

State 

Amount 

1st 

New  York  

....  $169,293 

1st 

Connecticut  

$15.14 

2nd 

Pennsylvania  

93,277 

2nd 

New  York  

11.27 

3rd 

California  

72,171 

3rd 

Massachusetts  

10.51 

4th 

Illinois  

65,462 

4th 

Maryland  

10.48 

5th 

Michigan  

57,692 

5th 

Pennsylvania  

8.83 

6th 

Massachusetts  

49,755 

6th 

Michigan  

8.81 

7th 

Ohio  

40,780 

7th 

Virginia  

7.63 

8th 

Connecticut  

30,862 

8th 

Illinois  

7.42 

9th 

Virginia  

25,826 

9th 

California  

6.55 

10th 

Maryland  

25.593 

10th 

Indiana  

5.06 

11th 

North  Carolina  

20.936 

11th 

North  Carolina  

5.06 

12th 

Indiana  

20,439 

12th 

Ohio  

5.06 

13  th 

New  Jersey  

16.369 

13th 

West  Virginia  

4.18 

14th 

Wisconsin  

14,189 

14th 

Wisconsin  

4.08 

15th 

West  Virginia  

8.336 

15th 

New  Jersey  

3.29 

% of  Total  Income  Payments 

to  Individuals  in 

State 

% of  Total  State  Expenditures 

** 

Rank 

State 

Amount 

Rank 

State 

Amount 

1st 

Connecticut  

0.76% 

1st 

Connecticut  

21.65% 

2nd 

Maryland  

0.66 

2nd 

New  York  

16.89 

3rd 

Virginia  

0.63 

3rd 

Pennsylvania  

14.86 

4th 

Massachusetts  

0.61 

4th 

Massachusetts  

14.37 

5th 

New  York  

0.55 

5th 

Illinois  

14.18 

6th 

Pennsylvania  

0.53 

6th 

Maryland  

13.57 

7th 

Michigan  

0.51 

7th 

Virginia  

13.22 

8th 

North  Carolina  

0.48 

8th 

Michigan  

10.87 

9th 

Illinois  

0.39 

9th 

New  Jersey  

10.22 

10th 

West  Virginia 

0.36 

10th 

Indiana  

9.11 

11th 

California  

0.34 

11th 

Ohio  

9.05 

12th 

Indiana  

0.31 

12th 

California  

7.20 

13th 

Ohio  

0.28 

13th 

West  Virginia  

6.28 

14th 

Wisconsin  

0.25 

14th 

North  Carolina  

5.97 

15th 

New  Jersey  

0.19 

15th 

Wisconsin  

5.94 

Source:  See  Table  117. 

* Expenditures  for  establishment  and  operation  of  hospital  facilities,  provision  of  private  hospitals, 
and  conservation  and  improvement  of  public  health,  including  health  regulation.  Exclude  vendor  pay- 
ments for  hospitalization  and  medical  care  of  the  needy  under  public  welfare  programs,  but  include 
provision  of  such  services  through  State  health  and  hospital  facilities. 

**  Total  expenditures  exclude  federal  aid  and  veterans’  bonus  payments. 


Table  124 


STATE  EXPENDITURES  FOR  EDUCATION* 


Fiscal  Year  1951 


Total  Expenditures 

(In  thousands) 

Per  Capita  Expenditures 

Rank 

State 

Amount 

Rank 

State 

Amount 

1st 

California  

$346,513 

1st 

North  Carolina  

$38.24 

2nd 

New  York  

290,778 

2nd 

Michigan  

34.70 

3rd 

Michigan  

227,104 

3rd 

California 

31.43 

4th 

Pennsylvania  . . . . 

158,775 

4th 

West  Virginia 

28.76 

5 th 

North  Carolina  . . . 

158,116 

5 th 

Indiana  

24.53 

6th 

Ohio  

141,553 

6th 

Virginia  

21.51 

7th 

Illinois  

131,556 

7th 

Maryland  

19.83 

8th 

Indiana  

99,016 

8th 

New  York  

19.35 

9th 

Virginia  

72,815 

9th 

Ohio  

17.56 

10th 

West  Virginia  . . . . 

57,384 

10th 

Wisconsin  

16.49 

11th 

Wisconsin  

57,313 

11th 

Connecticut  

15.75 

12th 

Maryland  

48,416 

12th 

Pennsylvania  

15.04 

13  th 

New  jersey  

42,729 

13  th 

Illinois  

14.92 

14th 

Massachusetts  . . . . 

36,283 

14th 

New  Jersey  

8.59 

15th 

Connecticut  

32,098 

15  th 

Massachusetts  

7.67 

% of  Total  Income  Payments 

to  Individuals 

in  State 

% of  Total  State  Expenditures 

** 

Rank 

State 

Amount 

Rank 

State 

Amount 

1st 

North  Carolina  . . . 

3.64% 

1st 

North  Carolina  

45.10% 

2nd 

West  Virginia  . . . . 

2.45 

2nd 

Indiana  

44.15 

3rd 

Michigan  

2.00 

3rd 

West  Virginia 

43.24 

4th 

Virginia  

1.78 

4th 

Michigan  

42.78 

5 th 

California  

1.63 

5th 

Virginia  

37.26 

6th 

Indiana  

1.49 

6th 

California  

34.56 

7th 

Maryland  

1.25 

7th 

Ohio  

31.41 

8th 

Wisconsin  

1.02 

8th 

New  York  

29.01 

9th 

Ohio  

0.98 

9th 

Illinois  

28.49 

10th 

New  York  

0.95 

10th 

New  jersey  

26.69 

11th 

Pennsylvania  . . . . 

0.91 

11th 

Maryland  

25.68 

12th 

Connecticut  

0.79 

12th 

Pennsylvania  

25.29 

13th 

Illinois  

0.77 

13th 

Wisconsin  

23.97 

14th 

New  jersey  

0.49 

14th 

Connecticut  

22.52 

15th 

Massachusetts  . . . 

0.44 

15th 

Massachusetts  

10.48 

Source:  See  Table  117. 

*Expenditures  for  provision,  support,  and  supervision  of  schools,  libraries,  State  institutions  of  higher 
education,  and  other  educational  institutions,  and  of  school-administered  activities.  Include  educational 
institutions  and  programs  for  the  blind,  deaf,  and  otherwise  handicapped  individuals  and  educational  pro- 
grams for  veterans  (other  than  subsistence  subsidies  to  student  veterans). 

**  Total  expenditures  exclude  federal  aid  and  veterans’  bonus  payments. 
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Table  125 


STATE  EXPENDITURES  FOR  CORRECTION* * 
Fiscal  Year  1951 


Total  Expenditures  (In  thousands)  Per  Capita  Expenditures 


Rank 

State 

Amount 

Rank 

State 

Amount 

1st 

California  

$31,699 

1st 

California  

$2.88 

2nd 

New  York  

26,176 

2nd 

Maryland  

2.37 

3rd 

Illinois  

15,392 

3rd 

Connecticut  

1.82 

4th 

Pennsylvania  

12,400 

4th 

Massachusetts  . . . 

1.77 

5 th 

Michigan  

10,492 

5 th 

Illinois  

1.75 

6th 

Ohio  

8,823 

6th 

New  York  

1.74 

7th 

Massachusetts  

8,371 

7th 

Michigan  

1.60 

8th 

New  Jersey  

5,983 

8th 

Virginia  

1.60 

9th 

Maryland  

5,794 

9th 

Wisconsin  

1.55 

10th 

Virginia  

5,408 

10th 

Indiana  

1.27 

11th 

Wisconsin  

5,895 

11th 

New  Jersey  

1.20 

12th 

Indiana  

5,128 

12th 

Pennsylvania  . . . 

1.17 

13th 

North  Carolina  

4,447 

13th 

West  Virginia  . . . 

1.12 

14th 

Connecticut  

3,706 

14th 

Ohio  

1.09 

15th 

West  Virginia 

2,227 

15  th 

North  Carolina  . . 

1.08 

°/o  of  Total  Income  Payments 

to  Individuals  in  State 

% of  Total  State 

Expenditures** 

Rank 

State 

Amount 

Rank 

State 

Amount 

1st 

Maryland  

0.15% 

1st 

New  Jersey  

3.74% 

2nd 

California  

0.15 

2nd 

Illinois  

3.33 

3rd 

Virginia  

0.13 

3rd 

California  

3.16 

4th 

Massachusetts  

0.10 

4th 

Maryland  

3.07 

5th 

North  Carolina  

0.10 

5th 

Virginia  

2.77 

6th 

Wisconsin  

0.10 

6th 

New  York  

2.61 

7th 

West  Virginia  

0.10 

7th 

Connecticut  

2.60 

8th 

Michigan  

0.09 

8th 

Massachusetts  . . . 

2.42 

9th 

Connecticut  

0.09 

9th 

Indiana  

2 99 

10th 

Illinois  

0.09 

10th 

Wisconsin  

2.26 

11th 

New  York  

0.09 

11th 

Michigan  

1.98 

12th 

Indiana  

0.08 

12th 

Pennsylvania  . . . 

1.98 

13th 

Pennsylvania  

0.07 

13  th 

Ohio  

1.95 

14th 

New  Jersey  

0.07 

14th 

West  Virginia  . . . 

........  1.68 

15th 

Ohio  

0.06 

15th 

North  Carolina  . . 

1.27 

Source:  See  Table  117. 

* Expenditures  for  confinement  and  correction  of  adults  and  minors  convicted  of  offenses  against  the 
law  and  pardon,  probation,  and  parole  activities. 

**  Total  expenditures  exclude  federal  aid  and  veterans'  bonus  payments. 
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Table  126 

NUMBER  OF  GOVERNMENT  EMPLOYES 
October  1950* 


(In  thousands) 


Federal 

State  and  Local 

Total  Civilian  Total 

School 

Nonschool 

State 

Local 

United  States,  Total  

6,265  1.980  4,285 

1,723 

2,562 

1,057 

3,228 

California  

210  357 

140 

217 

75 

282 

Connecticut  

67 

11  55 

19 

36 

17 

38 

Illinois  

331 

105  226 

81 

145 

42 

184 

Indiana  

142 

34  109 

31 

58 

26 

83 

Maryland  

90 

44  54 

22 

32 

16 

38 

Massachusetts  

219 

59  160 

41 

120 

35 

125 

Michigan  

234 

41  193 

80 

114 

38 

156 

New  Jersey 

176 

49  127 

49 

79 

22 

105 

New  York 

669 

180  489 

139 

350 

84 

405 

North  Carolina 

118 

24  94 

46 

48 

71 

23 

Ohio  

309 

89  220 

87 

133 

38 

182 

Pennsylvania  

350 

114  236 

95 

141 

67 

169 

Virginia  

147 

66  81 

38 

43 

30 

51 

West  Virginia 

58 

8 50 

27 

23 

18 

32 

Wisconsin  

132 

21  111 

39 

72 

20 

91 

Source : Data  from  U.  S. 

Bureau  of  Labor  Statistics  and  U.  S 

. Department  of  Commerce.  Published 

in  “Statistical  Abstract  of  the  United  States’’  for  1951,  p.  358. 

* Includes  temporary  as  well  as  full-time  employes,  also  includes  employes  of  enterprises. 

Table  127 

NUMBER  OF  GOVERNMENT  EMPLOYES 

October  1950* 

(Percent  of  U.  S.  Total) 

Federal 

State  and  Local 

Total  Civilian  Total  School  Nonschool 

State 

Local 

United  States,  Total  .... 

100.0%  100.0%  100.0%  100.0% 

100.0% 

100.0% 

100.0% 

California 

9.0  10.6 

8.3 

8.1 

8.5 

7.1 

8.7 

Connecticut  

1.1  .6 

1.3 

1.1 

1.4 

1.6 

1.2 

Illinois  

5.3  5.3 

5.3 

4.7 

5.7 

4.0 

5.7 

Indiana  

2.3  1.7 

2.5 

1.8 

2.3 

2.5 

2.6 

Maryland  

1.4  2.2 

1.3 

1.3 

1.2 

1.5 

1.2 

Massachusetts  

3.5  3.0 

3.7 

2.4 

4.7 

3.3 

3.9 

Michigan  

3.7  2.1 

4.5 

4.6 

4.4 

3.6 

4.8 

New  Jersey  

2.8  2.5 

3.0 

2.8 

3.1 

2.1 

3.3 

New  York 

10.7  9.1 

11.4 

8.1 

13.7 

7.9 

12.5 

North  Carolina  

1.9  1.2 

2.2 

2.7 

1.9 

6.7 

0.7 

Ohio  

4.9  4.5 

5.1 

5.0 

5.2 

3.6 

5.6 

Pennsylvania  

5.6  5.8 

5.5 

5.5 

5.5 

6.3 

5.2 

Virginia  

2.3  3.3 

1.9 

2.2 

1.7 

2.8 

1.6 

West  Virginia  

0.9  0.4 

1.2 

1.6 

0.9 

1.7 

1.0 

Wisconsin  

2.1  1.1 

2.6 

2.3 

2.8 

1.9 

2.8 

Source : See  Table  126. 

* Includes  temporary  as  well  as  full-time  employes.  Also  includes  employes  of  enterprises. 
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APPENDIX  II 


THE  PENNSYLVANIA  TAX  SYSTEM 


Table  128 

TAX  COLLECTIONS  OF  48  STATE  GOVERNMENTS  BY  SOURCE  (a) 

Selected  Fiscal  Years  1915-1952 


(In  millions) 


Year 

Total 

General 
Sales,  Use, 
or  Gross 
Receipts 

Motor 

Vehicle 

Fuels 

Sales 

Tobacco 

Products 

Sales 

Motor 

Vehicle 

Alcoholic  and 
Beverage  Oper- 
Sales  and  ators' 
Licenses  Licenses 

Including 
Unemploy- 
ment Com- 
pensation 

Excluding 
Unemploy- 
ment Com- 
pensation 

1915  

(b) 

$ 368 

. .. 

$21 

$15 

1919  

(b) 

594 

$ i 

14 

65 

1922  

(b) 

947 

13 

152 

1923  

(b) 

1,020 

39 

189 

1924  

(b) 

1,139 

80 

226 

1925  

(b) 

1,305 

148 

261 

1926  

(b) 

1,465 

188 

288 

1927  

(b) 

1,608 

259 

301 

1928  

(b) 

1,756 

305 

323 

1929  

(b) 

1,951 

431 

348 

1930  

(b) 

2,108 

$ 1 

495 

$12 

356 

1931  

(b) 

2,042 

8 

536 

15 

i 

344 

1932  

(b) 

1,890 

7 

527 

19 

1 

335 

1933  

(b) 

1,724 

16 

518 

20 

10 

303 

1934  

(b) 

1,979 

173 

565 

25 

81 

305 

1935  

(b) 

2,217 

284 

617 

29 

143 

323 

1936  

$2,641 

2,618 

364 

687 

44 

166 

360 

1937  

3,360 

3,013 

434 

722 

54 

121 

349 

1938  

3,834 

3,132 

447 

777 

55 

227 

359 

1939  

3,884 

3,085 

440 

801 

60 

228 

364 

1940  

4,157 

3,313 

499 

839 

97 

255 

387 

1941  

4,507 

3,606 

575 

913 

106 

272 

434 

1942  

4,979 

3,903 

633 

942 

131 

312 

431 

1943  

5,095 

3,924 

671 

776 

141 

335 

394 

1944  

5,384 

4,065 

721 

685 

160 

322 

394 

1945  

5,561 

4,307 

776 

696 

145 

370 

395 

1946  

5,968 

4,935 

900 

887 

199 

468 

440 

1947  

6,690 

5,721 

1,181 

1,110 

245 

480 

517 

1948  

7,771 

6,732 

1,479 

1,260 

339 

499 

593 

1949  

8,349 

7,376 

1,609 

1,361 

388 

502 

665 

1950  

8,940 

7,912 

1,670 

1,544 

414 

496 

756 

1951  (e)  

10,271 

8.934 

2.001 

1,710 

430 

546 

840 

1952  (fj  

11,260 

9,838 

2,229 

1,871 

449 

519 

924 
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Table  128 — Continued 


TAX  COLLECTIONS  OF  48  STATE  GOVERNMENTS  BY  SOURCE  (a) 


Selected  Fiscal  Years  1915-1952 


(In  millions) 


Year 

Income  (c) 

Indi-  Corpo- 

Total  vidual  ration 

Property 

Death 

and 

Gift 

Sever- 

ance 

Unemploy- 
ment Com- 
pensation 

Other 

1915  

$ 2 

(d) 

(d) 

$186 

$29 

$ 115 

1919  

50 

(d) 

(d) 

237 

46 

182 

1922  

98 

(d) 

(d) 

348 

66 

271 

1923  

93 

(d) 

(d) 

353 

75 

272 

1924  

101 

(d) 

(d) 

352 

79 

301 

1925  

103 

(d) 

(d) 

359 

86 

349 

1926  

134 

(d) 

(d) 

376 

91 

388 

1927  

(d) 

(d) 

370 

106 

409 

1928  

184 

(d) 

(d) 

381 

128 

436 

1929  

(d) 

(d) 

350 

149 

469 

1930  

233 

(d) 

(d) 

345 

183 

482 

1931  

201 

$86 

$115 

371 

187 

$27 

352 

1932  

153 

74 

79 

328 

148 

19 

353 

1933  

121 

64 

57 

285 

127 

14 

311 

1934  

129 

80 

49 

273 

93 

21 

314 

1935  

159 

105 

54 

248 

100 

26 

288 

1936  

266 

153 

113 

228 

117 

34 

$ 23 

354 

1937  

356 

199 

157 

292 

116 

49 

347 

420 

1938  

383 

218 

165 

244 

142 

58 

702 

440 

1939  

331 

197 

134 

259 

133 

47 

799 

422 

1940  

361 

206 

155 

260 

113 

53 

844 

449 

1941  

492 

225 

197 

268 

118 

53 

901 

445 

1942  

518 

249 

269 

271 

112 

62 

1,076 

491 

1943  

633 

293 

340 

259 

109 

75 

1,172 

533 

1944  

762 

316 

446 

247 

112 

71 

1,319 

591 

1945  

810 

357 

453 

276 

132 

83 

1,254 

625 

1946  

831 

389 

442 

253 

142 

90 

1,034 

725 

1947  

869 

418 

451 

261 

165 

94 

969 

799 

1948  

1 .084 

499 

585 

279 

180 

131 

1,059 

887 

1949  

1,234 

593 

641 

276 

176 

201 

973 

963 

1950  

1.310 

724 

586 

311 

171 

211 

1,028 

1,028 

1951  (e)  

1 .492 

805 

687 

346 

196 

222 

1,337 

1,151 

1952  (f)  

1.736 

905 

830 

370 

211 

272 

1,423 

1,258 

Source:  U.  S.  Department  of  Commerce,  U.  S.  Department  of  Labor,  and  Tax  Foundation. 

(a)  Prior  to  1942,  include  all  local  shares  of  state  imposed  taxes;  1942  and  subsequent  years,  in- 
cludes only  those  local  shares  of  state-imposed  taxes  which  are  not  locally  collected  and  re- 
tained. Detail  will  not  necessarily  add  to  totals  because  of  rounding. 

(b)  There  was  no  unemployment  compensation  tax  prior  to  1936. 

(c)  In  several  states,  corporation  and  individual  income  taxes  are  not  segregable. 

(d)  Breakdown  not  available. 

(e)  Revised. 

(f)  Preliminary. 
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Table  129 


PERCENTAGE  DISTRIBUTION  OF  TAX  COLLECTIONS  OF  48  STATE  GOVERNMENTS 

BY  SOURCE  (a) 

Excluding  Unemployment  Compensation  Taxes 
Selected  Fiscal  Years  1915-1952 


Year 

Total 

Tax 

Collections 

General 
Sales,  Use, 
or  Gross 
Receipts 

Motor 

Vehicle 

Fuels 

Sales 

Tobacco 

Products 

Sales 

Alcoholic  Motor 
Beverage  Vehicle  and 
Sales  and  Operators’ 
Licenses  Licenses 

1915  

100.0% 

... 

... 

5.7% 

4.1% 

1919  

100.0 

(c) 

2.4 

10.9 

1922  

100.0 

1.4% 

. . . 

... 

16.1 

1923  

100.0 

3.8 

18.5 

1924  

100.0 

7.8 

19.8 

1925  

100.0 

11.3 

... 

20.0 

1926  

100.0 

12.8 

. . . 

19.7 

1927  

100.0 

16.1 

... 

18.7 

1928  

100.0 

17.4 

... 

18.4 

1929  

100.0 

. . . 

22.1 

... 

17.8 

1930  

100.0 

(c) 

23.5 

0.6% 

16.9 

1931  

100.0 

0.4% 

26.2 

0.7 

(c) 

16.8 

1932  

100.0 

0.4 

27.9 

1.0 

0.1 

17.7 

1933  

100.0 

0.9 

30.0 

1.2 

0.6 

17.6 

1934  

100.0 

8.7 

28.5 

1.3 

4.1 

15.4 

1935  

100.0 

12.8 

27.8 

1.3 

6.5 

14.6 

1936  

100.0 

13.9 

26.2 

1.7 

6.3 

13.8 

1937  

100.0 

14.4 

24.0 

1.8 

7.3 

11.6 

1938  

100.0 

14.3 

24.8 

1.8 

7.2 

11.5 

1939  

100.0 

14.3 

26.0 

1.9 

7.4 

11.8 

1940  

100.0 

15.1 

25.3 

2.9 

7.7 

11.7 

1941  

100.0 

15.9 

25.3 

2.9 

7.5 

12.0 

1942  

100.0 

16.2 

24.1 

3.4 

8.0 

11.0 

1943  

100.0 

17.1 

19.8 

3.6 

8.5 

10.0 

1944  

100.0 

17.7 

16.9 

3.9 

7.9 

9.7 

1945  

100.0 

18.0 

16.2 

3.4 

8.6 

9.2 

1946  

100.0 

18.2 

18.0 

4.0 

9.5 

8.9 

1947  

100.0 

20.6 

19.4 

4.3 

8.4 

9.0 

1948  

100.0 

22.0 

18.7 

5.0 

7.4 

8.8 

1949  

100.0 

21.8 

18.5 

5.3 

6.8 

9.0 

1950  

100.0 

21.1 

19.5 

5.2 

6.3 

9.6 

1951  

100.0 

22.4 

19.1 

4.8 

6.1 

9.4 

1952  (d)  

100.0 

22.7 

19.0 

4.6 

5.3 

9.4 
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Table  129 — Continued 


PERCENTAGE  DISTRIBUTION  OF  TAX  COLLECTIONS  OF  48  STATE  GOVERNMENTS 

BY  SOURCE  (a) 

Excluding  Unemployment  Compensation  Taxes 
Selected  Fiscal  Years  1915-1952 


Year 

Total 

Income 

Individual 

Cor- 

poration 

Property 

Death  and 
Gift 

Severance 

Other 

1915  

0.5% 

(b) 

(b) 

50.5% 

7.9% 

31.2% 

1919  

8.4 

(b) 

(b) 

39.9 

7.7 

30.6 

1922  

10.3 

(b) 

(b) 

36.7 

7.0 

28.6 

1923  

9.1 

(b) 

(b) 

34.6 

7.4 

26.7 

1924  

8.9 

(b) 

(b) 

30.9 

6.9 

26.4 

1925  

7.9 

(b) 

(b) 

27.5 

6.6 

26.7 

1926  

9.1 

(b) 

(b) 

25.7 

6.2 

26.5 

1927  

10.1 

(b) 

(b) 

23.0 

6.6 

25.4 

1928  

10.5 

(b) 

(b) 

21.7 

7.3 

24.8 

1929  

10.5 

(b) 

(b) 

17.9 

7.6 

24.0 

1930  

11.1 

(b) 

(b) 

16.4 

8.7 

... 

22.9 

1931  

9.8 

4.2% 

5.6% 

18.2 

9.2 

1.3% 

17.2 

1932  

8.1 

3.9 

4.2 

17.4 

7.8 

1.0 

18.7 

1933  

7.0 

3.7 

3.3 

16.5 

7.4 

0.8 

18.0 

1934  

6.5 

4.0 

2.5 

13.8 

4.7 

1.1 

15.9 

1935  

7.2 

4.7 

2.4 

11.2 

4.5 

1.2 

13.0 

1936  

10.2 

5.8 

4.3 

8.7 

4.5 

1.3 

13.5 

1937  

11.8 

6.6 

5.2 

9.7 

3.8 

1.6 

13.9 

1938  

12.2 

7.0 

5.3 

7.8 

4.5 

1.9 

14.0 

1939  

10.7 

6.4 

4.3 

8.4 

4.3 

1.5 

13.7 

1940  

10.9 

6.2 

4.7 

7.8 

3.4 

1.6 

13.6 

1941  

11.7 

6.2 

5.5 

7.4 

3.3 

1.5 

12.3 

1942  

13.3 

6.4 

6.9 

6.9 

2.9 

1.6 

12.6 

1943  

16.1 

7.5 

8.7 

6.6 

2.8 

1.9 

13.6 

1944  

18.7 

7.8 

11.0 

6.1 

2.8 

1.7 

14.5 

1945  

18.8 

8.3 

10.5 

6.4 

3.1 

1.9 

14.5 

1946  

16.8 

7.9 

9.0 

5.1 

2.9 

1.8 

14.7 

1947  

15.2 

7.3 

7.9 

4.6 

2.9 

1.6 

14.0 

1948  

16.1 

7.4 

8.7 

4.1 

2.7 

1.9 

13.2 

1949  

16.7 

8.0 

8.7 

3.7 

2.4 

2.7 

13.1 

1950  

16.6 

9.2 

7.4 

3.9 

2.2 

2.7 

13.0 

1951  

16.7 

9.0 

7.7 

3.9 

2.2 

2.5 

12.9 

1952  (d)  

17.6 

9.2 

8.4 

3.8 

2.1 

2.8 

12.8 

Source:  Department  of  Commerce  and  Tax  Foundation. 

(a)  Data  may  not  add  to  totals  because  of  rounding. 

(b)  Breakdown  not  available. 

(c)  Less  than  .05  of  one  percent. 

(d)  Preliminary. 
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APPENDIX  III 


THE  PENNSYLVANIA  ECONOMY  AND  THE 
BURDEN  OF  STATE  AND  LOCAL  TAXES 


Table  130 

TOTAL  INCOME  PAYMENTS  TO  INDIVIDUALS 
Calendar  Year  1951 


Total  Payments  (In 

millions) 

Per  Capita  Payments 

Rank  State 

Amount 

Rank  State 

Amount 

1 

New  York  

$30,555* 

1 

Connecticut  

. $1,999 

2 

California  

21,306 

2 

N ew  Y ork  

. 1,996 

3 

Pennsylvania 

17,552 

3 

California  

1,933 

4 

Illinois  

17,001 

4 

Illinois  

1,928 

5 

Ohio  

14Y09 

5 

New  Jersey  

1,885 

6 

Michigan  

11,352 

6 

Ohio  

1,799 

7 

New  Jersev  

8.813* 

7 

Massachusetts  

. 1,738 

8 

Massachusetts 

8,223 

8 

Michigan  

. 1,734 

9 

Indiana  

9 

Maryland  

1,714 

10 

Wisconsin  

5,610 

10 

Pennsylvania  

1,663 

11 

North  Carolina  

4,350 

11 

Indiana  

. 1,649 

12 

Virginia 

4,099* 

12 

Wisconsin  

1,614 

13 

Connecticut  

4.071 

13 

Virginia 

1,295 

14 

Maryland  

3,875* 

14 

West  Virginia  

1,174 

15 

West  Virginia  

2,343 

15 

North  Carolina  

1.052 

Source:  U.  S.  Department  of  Commerce,  “Survey  of  Current  Business,”  August  1952. 

Definition  of  “Total  Incomes  of  Individuals”  (from  same  source  as  figures)  : (1)  wages  and 
salaries  after  deduction  for  employes’  contribution  to  social  security,  railroad  retirement,  cash  sick- 
ness compensation,  and  government  retirement  programs;  (2)  proprietors’  incomes,  representing  the 
net  income  of  unincorporated  establishments  (including  farms)  before  owners’  withdrawals;  (3) 
property  income,  consisting  of  dividends,  interest,  and  net  rents  and  royalties;  and  (4)  “other”  in- 
come which  includes  public  assistance  and  other  direct  relief  ; labor  income  items  such  as  work  relief, 
government  retirement  payments,  veterans'  pensions  and  benefits,  workmen’s  compensation,  social 
security  benefits,  and  pay  of  military  reservists ; mustering-out-payments  to  discharged  servicemen ; 
family  allowance  payments  and  voluntary  allotments  of  pay  to  dependents  of  military  personnel ; 
enlisted  men’s  cash  terminal  leave  bonds;  and  state  government  bonuses  to  veterans  of  World  War  II. 
Income  payments  are  distributed  among  the  states  on  a where  received  basis  (with  exceptions  noted 
below  in  1).  Only  payments  made  to  residents  are  included  in  the  estimates  for  the  continental 
United  States  and  individual  states. 

* The  totals  shown  here  for  the  states  footnoted  are  not  strictly  measures  of  the  income  received 
by  residents.  The  totals  for  New  York  are  too  high,  and  those  for  Maryland,  Virginia,  and  New 
Jersey,  too  low — in  terms  of  measures  to  total  income  received  by  residents.  The  estimates  for  New 
York  include  income  paid  to  residents  of  New  Jersey  employed  in  New  York,  but  do  not  include  the 
income  of  New  York  residents  employed  in  New  Jersey. 
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Table  131 


RATE  OF  POPULATION  INCREASE  AND  ITS  COMPONENTS 

Calendar  Years  1940  to  1950 


State 

Net  Increase 
in  Total 
Population 
1940  to  1950 

Percent  of  1940  Population 

Net  _ 
Migration 

Total 

Births 

Total 

Deaths 

Natural 

Increase 

United  States,  Total  

14.5% 

24.5% 

10.8% 

13.7% 

0.8% 

California  

53.3 

28.0 

13.2 

14.8 

38.5 

Connecticut  

17.4 

22.1 

11.1 

10.9 

6.5 

Illinois  

10.3 

20.7 

11.4 

9.3 

1.0 

Indiana  

14.8 

23.7 

11.6 

12.1 

2.7 

Maryland  

28.6 

26.0 

12.3 

13.7 

14.9 

Massachusetts  

8.7 

20.2 

12.0 

8.2 

0.5 

Michigan  

21.2 

25.3 

10.5 

14.8 

6.4 

New  Jersey  

16.2 

20.5 

11.4 

9.1 

7.2 

New  York  

10.0 

19.5 

11.4 

8.0 

2.0 

North  Carolina  

13.7 

30.4 

8.5 

21.9 

— B.l 

Ohio  

15.0 

23.3 

11.6 

11.7 

3.3 

Pennsylvania 

6.0 

20.8 

11.1 

9.7 

—3.6 

Virginia  

23.9 

28.7 

1.0 

17.7 

6.2 

West  Virginia  

5.4 

27.4 

9.1 

18.3 

—12.9 

Wisconsin  

9.5 

22.4 

10.2 

12.2 

—2.7 

Source:  U.  S.  Bureau  of  the  Census. 


Note:  Net  migration  is  the  total  increase  or  decrease  ( — ) of  population  in  a state  due  to  the  move- 
ment of  the  population  into  and  away  from  the  state. 

Table  132 


RELATIVE  GROWTH  OF  URBAN  AND  NON-URBAN  POPULATION,  1940  TO  1950 


State 

Net  Increase 
in  Total 
Population 
1940  to  1950 

Percent  Increase  in 
Population  1940  to  1950 

Percent  of  Total  1950 
Population  Living  in 

Urban 

Non- 

Urban 

Urban 

Areas 

Non-Urban 

Areas 

United  States,  Total  .... 

14.5% 

18.7% 

7.4% 

64.0% 

36.0% 

California  

53.3 

43.4 

72.7 

80.6 

19.4 

Connecticut  

17.4 

10.8 

29.1 

77.8 

22.2 

Illinois  

10.3 

11.3 

6.4 

77.6 

22.4 

Indiana  

14.8 

16.1 

12.3 

59.9 

40.1 

Maryland  

28.6 

17.3 

42.3 

69.2 

30.8 

Massachusetts  

8.7 

6.3 

23.2 

84.5 

15.5 

Michigan  

21.2 

17.9 

24.1 

71.0 

29.0 

New  Jersey 

16.2 

13.2 

28.2 

86.6 

13.4 

New  York 

10.0 

5.9 

26.1 

85.5 

14.5 

North  Carolina  

13.7 

25.9 

8.3 

33.5 

66.5 

Ohio  

15.0 

13.6 

15.8 

70.2 

29.8 

Pennsylvania  

6.0 

4.5 

8.0 

70.5 

29.5 

Virginia  

23.9 

36.9 

14.1 

46.4 

53.6 

West  Virginia 

5.4 

19.4 

0.5 

34.6 

65.4 

Wisconsin  

9.5 

13.0 

4.5 

57.8 

42.2 

Source : U.  S.  Bureau  of  the  Census. 
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STATE  INCOME  PAYMENTS,  1951 
by  Type  of  Payment 
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Table  135 


MAJOR  SOURCES  OF  INCOME  PAYMENTS 


SELECTED 

COMPONENTS  AS 

A PERCENT 

OF  TOTAL 

INCOME, 

1951 

Trade 

Agricul- 

Government 

Manufac- 

and 

tural 

Income 

turing 

Service 

All  Other 

State 

Income 

Payments 

Payrolls 

Income 

Income 

United  States,  Total  . 

7.6% 

15.3% 

23.9% 

25.9% 

27.3% 

California  

6.9 

IS. 2 

17.1 

28.7 

29.1 

Connecticut 

1.6 

10.0 

39.2 

22.3 

26.9 

Illinois  

5.9 

11.7 

28.6 

26.0 

27.8 

Indiana  

9.6 

11.4 

34.8 

22.8 

21.4 

Maryland  

3.1 

19.2 

21.9 

26.3 

29.5 

Massachusetts  

1.0 

16.3 

30.2 

25.7 

26.8 

Michigan 

3.4 

11.4 

41.6 

23.0 

206 

New  Jersey  

1.9 

12.7 

34.5 

24.4 

26.5 

New  York  

1.2 

13.4 

23.3 

31.4 

30.7 

North  Carolina  

17.4 

16.3 

24.8 

21.9 

19.6 

Ohio  

3.5 

11.7 

36.5 

23.5 

24.8 

Pennsylvania 

2.0 

12.8 

31.2 

24.3 

29.7 

Virginia  

8.7 

26.3 

16.7 

23.2 

25.1 

West  Virginia  

4.1 

13.3 

20.2 

21.0 

41.4 

Wisconsin 

11.0 

11.2 

31.3 

23.8 

22.7 

Source:  U.  S.  Department  of  Commerce,  “Survey  of  Current  Business,”  August  1952. 


Table  136 

NUMBER  OF  PRODUCTION  WORKERS  IN  ALL  MANUFACTURING  INDUSTRIES 

(Percent  of  U.  S.  Total) 


1899 

1909 

1919 

1929 

1939 

1947 

1949 

1951 

United  States, 
Total 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

California  

1.72 

1.84 

2.80 

3.48 

3.47 

4.45 

4.60 

5.16 

Connecticut  . . . 

3.55 

3.22 

3.44 

3.01 

2.98 

2.77 

2.50 

2.66 

Illinois  

7.39 

7.44 

7.68 

8.26 

7.57 

8.01 

7.81 

7.65 

Indiana  

3.09 

2.90 

3.27 

3.76 

3.53 

3.84 

3.77 

3.90 

Maryland  

2.09 

1.72 

1.64 

1.57 

1.80 

1.58 

1.54 

1.60 

Massachusetts  . 

9.73 

9.34 

8.41 

6.66 

5.87 

5.05 

4.80 

4.58 

Michigan  

3.46 

3.70 

5.56 

6.33 

6.66 

6.90 

6.98 

6.95 

New  Jersey  . . . 

4.75 

5.21 

5.99 

5.28 

5.53 

5.05 

4.96 

4.88 

New  York  .... 

16.15 

16.03 

14.44 

13.21 

12.16 

11.96 

11.97 

11.41 

North  Carolina 

1.61 

1.94 

1.85 

2.51 

3.45 

2.94 

3.03 

2.96 

Ohio  

6.84 

7.14 

8.60 

8.85 

7.63 

8.29 

7.81 

8.22 

Pennsylvania  . 

14.75 

14.01 

13.36 

12.12 

10.93 

10.23 

10.11 

9.88 

Virginia  

1.47 

1.69 

1.41 

1.44 

1.69 

1.59 

1.68 

1.58 

West  Virginia  . 

0.73 

1.04 

0.98 

1.02 

0.95 

0.91 

0.92 

0.92 

Wisconsin  .... 

3.05 

2.92 

3.10 

3.16 

2.54 

2.88 

2.84 

2.91 

Source : U.  S.  Bureau  of  the  Census 
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Table  139 


ENTRANCE  AND  DISCONTINUANCE  RATES : NUMBER  OF  NEW  AND  DISCON- 
TINUED FIRMS  PER  1,000  FIRMS  IN  OPERATION 


(Selected  Years) 


Entrance  Rates 

Discontinuance  Rates 

State 

1945 

1948 

1950 

1945 

1948 

1950 

United  States,  Total  . . . 

134 

102 

100 

63 

93 

92 

California  

205 

134 

121 

84 

124 

130 

Connecticut  

131 

78 

92 

28 

65 

92 

Illinois  

106 

82 

79 

50 

88 

89 

Indiana  

116 

89 

82 

51 

89 

95 

Maryland  

103 

107 

102 

60 

94 

80 

Massachusetts  

93 

75 

81 

63 

83 

77 

Michigan  

125 

112 

104 

65 

100 

85 

New  Jersey  

126 

83 

90 

57 

81 

79 

New  York  

130 

95 

102 

66 

84 

85 

North  Carolina  

95 

111 

109 

62 

104 

70 

Ohio  

118 

95 

90 

47 

68 

73 

Pennsylvania 

100 

92 

79 

40 

71 

71 

Virginia  

118 

131 

118 

73 

80 

90 

West  Virginia 

147 

135 

105 

72 

93 

95 

Wisconsin  

109 

76 

64 

32 

69 

72 

Source:  U.  S.  Department  of  Commerce,  “Survey  of  Current  Business,”  January,  1952. 
Note:  Excludes  Agriculture,  Forestry,  Fishing,  and  Professional  Service. 
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Table  140 

NUMBER  OF  FIRMS  IN  OPERATION  AND  NUMBER  OF  NEW  AND  DISCONTINUED  BUSINESSES 
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Table  141 

PENNSYLVANIA  RETAIL  STORE  SALES 
(In  thousands) 


Type  of  Store 

Calendar  Years 
1948  1951a 

Food  Stores  

$2,325,372 

$2,745,000 

Eating  and  Drinking 
Places  

740,631 

b 

General  Stores  

79.692 

b 

General  Merchandise 
Group  

1,291,184 

1,433,000 

Apparel  Group 

728,194 

b 

Furniture  and  Ap- 
pliances   

507.996 

583,000 

Automotive  

1,257,694 

1,689,000 

Gasoline  Service  Sta- 
tions   

360,576 

b 

Lumber  and  Hardware 

562,818 

b 

Drug  and  Proprie- 
tary   

232,472 

258.000 

Liquor  Stores  

227,133 

b 

Second-hand  Stores  . . 

15,775 

b 

Other  Retail  Stores  . 

739,894 

3,875,000 

$9,069,431 

$10,583,000 

Source:  For  1948,  U.  S.  Bureau  of  the  Cen- 
sus, “Census  of  Business,  1948”;  For  1951,  Esti- 
mates by  “Sales  Management,”  May  1952. 

a Estimates 

b Included  in  “Other  Retail  Stores” 

THE  COMPARATIVE  TAX  BURDEN  OF 
PENNSYLVANIA  AND  OTHER 
SELECTED  STATES 

In  order  to  obtain  a more  adequate  appraisal 
of  the  burden  of  state  and  local  taxes,  combined 
with  state  liquor  store  profits,  in  the  group  of 
fifteen  selected  states  for  the  fiscal  year  1951,  an 
index  has  been  prepared  which  indicates  the 
major  economic  activity  and  taxable  resources 
in  these  states.  In  Table  142,  data  are  presented 
which  summarize  the  output  of  mining,  farming, 
manufacturing,  and  retail  sales  in  these  states  in 
the  calendar  year  1950.  In  Table  143,  further 
data  are  provided  which  reveal  the  total  amount 


of  income  payments  in  these  states  in  the  cal- 
endar year  1950,  per  capita  income  payments, 
retail  sales,  and  output  of  mining,  farming,  and 
manufacturing  combined,  and  the  percentages  of 
these  factors  in  each  state  of  the  United  States 
per  capita  totals.  Economic  data  in  the  calendar 
year  1950  are  used  in  these  tables  as  a basis  for 
comparing  1951  fiscal  year  tax  burdens  because 
( 1 ) the  tax  collections  in  a fiscal  year  result 
largely  from  the  economic  activity  of  the  pre- 
ceding calendar  year,  (2)  the  fiscal  year  1951 
includes  a substantial  part  of  the  calendar  year 
1950,  and  (3)  in  a previous  comparison  of  fiscal 
year  1951  tax  burdens,  calendar  year  1951  in- 
come payments  were  used. 

The  index  of  economic  activity  and  taxable 
capacity  in  each  state  as  computed  in  Table  144, 
is  based  upon  the  per  capita  economic  activity 
and  taxable  capacity  of  the  United  States,  and  is 
reported  as  a percentage  of  the  national  per 
capita  average.  The  index  of  the  per  capita  reve- 
nue from  state  and  local  taxes  combined  with 
liquor  store  profits,  is  based  upon  the  average 
per  capita  state  and  local  tax  and  liquor  store 
profit  revenues  of  the  United  States.  The  index 
of  tax  burdens  among  the  fifteen  states  was 
found  by  computing  the  percentage  that  the  in- 
dexes of  state  and  local  taxes,  combined  with 
liquor  store  profits,  were  of  the  indexes  of  state 
economic  activity  and  taxable  capacity. 

The  combined  per  capita  state  and  local  taxes 
in  Pennsylvania  in  the  fiscal  year  1951  were  thus 
88.3  percent  of  the  combined  national  per  capita 
average.  Per  capita  economic  activity  and  tax- 
able capacity  in  Pennsylvania  was  106.1  percent 
of  the  national  per  capita  average  in  the  calendar 
year  1950.  The  ratio  of  the  index  of  per  capita 
taxes  and  liquor  store  profits  combined  to  the 
per  capita  index  of  economic  activity  and  tax- 
able capacity  in  Pennsylvania  was  83.2  percent  of 
the  national  average.  Among  the  fifteen  states, 
Pennsylvania  ranked  twelfth  in  the  relative  com- 
bined burden  of  state  and  local  taxes  and  liquor 
store  profits. 
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Table  142 

OUTPUT  OF  INDUSTRIES  AND  RETAIL  SALES1 
IN  15  SELECTED  STATES  IN  1950 
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Table  143 

COMPUTATION  OF  ECONOMIC  ACTIVITY  AND  TAXABLE  CAPACITY  INDEX 

IN  15  SELECTED  STATES  IN  1950 


Individual 
Income  Payments  * 

Retail  Sales 

Output  of 
Industries 

Index 

or 

Averages  of 
Percent- 
ages of 

Per 

Capita 

Percent 
of  U.S. 

Per 

Capita 

Percent 
of  U.S. 

Per 

Capita 

Percent 
of  U.S. 

Three 

Series 

United  States,  Total  .... 

$1,439 

100.0% 

$ 931 

100.0% 

$ 862 

100.0% 

100.0% 

California  

1,758 

122.2 

1,082 

116.2 

798 

92.6 

110.3 

Connecticut  

1,776 

123.4 

1,057 

113.5 

1,134 

131.6 

122.8 

Illinois  

1,756 

122.0 

1,045 

112.2 

1,165 

135.2 

123.2 

Indiana  

1.455 

101.1 

938 

100.8 

1,264 

146.6 

116.2 

Maryland  

1,555 

108.1 

876 

94.1 

728 

84.5 

95.6 

Masachusetts  

1,604 

111.5 

1,000 

107.4 

822 

95.4 

104.8 

Michigan  

1,583 

110.0 

1,062 

114.1 

1,296 

150.3 

124.8 

New  fersey  

1.710 

118.8 

1,023 

109.9 

1.077 

124.9 

117.9 

New  York  

1,835 

127.5 

1,083 

116.3 

772 

89.6 

111.1 

North  Carolina  

956 

66.4 

646 

69.4 

665 

77.1 

71.0 

Ohio  

1,584 

110.1 

958 

102.9 

1,148 

133.2 

115.4 

Pennsylvania  

1,532 

106.5 

943 

101.3 

953 

110.6 

106.1 

Virginia  

1,146 

79.6 

693 

74.4 

573 

66.5 

73.5 

West  Virginia  

1.051 

73.0 

610 

65.5 

912 

105.8 

81.4 

Wisconsin  

1,434 

99.7 

976 

104.8 

1,064 

123.4 

109.3 

Total,  15  States  .... 

$22,735 

1,579.0% 

$13,992 

1,502.8% 

$14,371 

1,667.3% 

1,583.4% 

Average  (Total  Di- 
vided by  15)  .... 

$ 1,516 

105.0% 

$ 933 

100.2%  $ 958 

111.2% 

105.6% 

^Source:  U.  S.  Dept,  of  Commerce,  “Survey  of  Current  Business,”  August,  1952. 


274 


Table  144 


INDEXES  OF  BURDEN  OF  STATE  AND  LOCAL  TAXES  COMBINED  WITH  STATE 
LIQUOR  STORE  PROFITS1  IN  1951  RELATIVE  TO  ECONOMIC  ACTIVITY  INDEX 

Per  Capita  State 
and  Local  Tax 
Revenues  Plus 
State  Liquor 
Store  Profits 
1951  2 
(1) 

Percent  of  LTnited 
States  Total 
(Each  State  per 
Capita  divided  by 
U.  S.  per  Capita) 
(2) 

Index  of  Economic 
Activity  and 
Taxable  Capacity 
1950 

(3) 

Index  of  Tax 
Burden  Relative 
to  Economic 
Activity  and 
Taxable  Capacity 
[(2)  divided  by 
(3)  times  100] 
(4) 

United  States,  Total  . 

$112.74 

100.0% 

100.0% 

100.0% 

California  

164.95 

146.3 

110.3 

132.6 

Connecticut  

133.47 

118.4 

122.8 

96.4 

Illinois  

114.65 

101.7 

123.2 

82.5 

Indiana  

102.07 

90.5 

116.2 

77.9 

Maryland  

98.36 

87.2 

95.6 

91.2 

Massachusetts  

138.97 

123.3 

104.8 

117.7 

Michigan  

133.32 

118.3 

124.8 

94.8 

New  Jersey  

118.21 

104.9 

117.9 

89.0 

New  York 

150.41 

133.4 

111.1 

120.1 

North  Carolina  .... 

81.91 

72.7 

71.0 

102.4 

Ohio  

101.96 

90.4 

115.4 

78.3 

Pennsylvania  

99.55 

88.3 

106.1 

83.2 

Virginia  

76.15 

67.5 

73.5 

91.8 

West  Virginia 

81.19 

72.0 

81.4 

88.5 

Wisconsin  

133.13 

118.1 

109.3 

108.1 

Total,  15  States  .... 

$1,728.30 

1,533.0% 

1,583.4% 

1.454.5% 

Average  (Total  Di- 

vided  by  15)  

$ 122.73 

102.2% 

105.6% 

97.0% 

Pennsylvania,  Rank, 

from  Highest 

11th 

11th 

10th 

12th 

1 Unrounded  data  used  in  calculations  may  cause  variations  in  totals  and  quotients. 

2 See  Table  45. 
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APPENDIX  IV 


STATE  TAXES  ON  SELECTED  OBJECTS 

ALCOHOLIC  BEVERAGE  REVENUES 

Data  from  a Staff  Report 


History 

Overlapping  taxation  of  alcoholic  beverages 
usually  extends  to  all  three  levels  of  government. 
It  takes  the  form  of  specific  excises  levied  on  the 
three  principal  types  of  alcoholic  beverages ; dis- 
tilled spirits,  wine,  and  malt  beverages,  as  well  as 
occupational  license  taxes  imposed  on  the  privi- 
lege of  engaging  in  the  various  branches  of  the 
alcoholic  beverage  business.  However,  in  Penn- 
sylvania this  does  not  hold  true.  Local  govern- 
ments cannot  levy  taxes  on  alcoholic  beverages. 
In  1937,  beer  retailers  and  distributors  subject  to 
licensing  under  the  1933  law  by  the  67  separate 
county  treasurers  were  transferred  to  Liquor 
Board  control  on  the  theory  that  a central  licens- 
ing agency  would  not  be  subject  to  as  many 
political  pressures  as  were  the  local  treasurers. 
The  fees,  however,  of  all  retail  licenses  are  trans- 
mitted to  the  communities  in  which  the  premises 
are  located.  These  fees  for  the  fiscal  year  1951-52 
amounted  to  $5,717,643. 

The  federal  taxes  on  distilled  spirits  and  beer 
have  been  in  effect  since  the  Civil  War.  Wine 
has  been  taxed  continuously  by  the  federal  gov- 
ernment since  1914. 

Prior  to  prohibition,  the  states  had  derived  rev- 
enue from  alcoholic  beverages  by  means  of  license 
fees.  Pennsylvania  operated,  up  to  this  time, 
under  the  “Brooks  High  License  Law.”  After  re- 
peal of  prohibition,  the  states  rapidly  imposed  ex- 
cise taxes  or  set  up  monopoly  distribution  systems. 
Most  cities  and  some  counties  throughout  the 


various  states  derive  revenue  from  liquor  license 
fees  and,  in  many  states,  an  increasing  number  of 
cities  and  counties  are  imposing  liquor  excises. 

Federal  rates  on  all  types  of  alcoholic  beverages 
were  increased  by  the  Revenue  Act  of  1951, 
effective  November  1,  1951,  automatically  expir- 
ing April  1,  1954.  The  rate  on  distilled  spirits 
which  had  been  $9.00  per  proof  gallon  since  1944 
was  increased  to  $10.50  per  proof  gallon.  The 
new  rate  for  beer  is  $9.00  per  barrel  compared 
with  the  previous  rate  of  $8.00.  Light  wines  are 
taxed  at  17  cents  per  gallon  and  fortified  wines  at 
67  cents,  comparing  with  previous  rates  of  15  and 
60  cents,  respectively.  The  rate  of  $2.25  per  gallon 
on  fortified  wine,  containing  over  21%  and  not 
over  24%  alcohol,  is  not  of  much  practical  sig- 
nificance since  little  of  the  output  falls  in  this 
category.  On  sparkling  wines,  the  new  rates  are 
12  or  17  cent  per  half  pint  or  fraction  thereof,  de- 
pending on  whether  the  wine  is  artificially  or 
naturally  carbonated,  the  equivalent  of  about 
$2.40  to  $3.40  per  gallon.  The  federal  government 
also  levies  annual  occupational  taxes  on  retail  and 
wholesale  dealers  in  alcoholic  beverages,  brewers, 
and  rectifiers.  In  line  with  the  Supreme  Court  de- 
cision, Pennsylvania  State  Stores  are  subject  to  a 
federal  fee  of  $50  and  $200,  respectively,  as  re- 
tail and  wholesale  outlets. 

All  states  which  permit  sales  of  alcoholic  bever- 
ages impose  excises  on  such  sales  or  distribute 
these  beverages  through  state  monopolies.  State 
taxes  on  distilled  spirits  are  low,  compared  with 
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the  federal  rate  of  $10.50  per  gallon.  In  the  30 
license  states,  the  tax  ranges  from  less  than  $1.00 
per  gallon  to  $3.00  per  gallon.  Less  than  half  of 
these  states  tax  distilled  spirits  at  rates  in  excess 
of  $1.50  per  gallon,  and  less  than  one-third  have 
rates  ranging  as  high  as  $2.00  to  $3.00  per  gallon. 
Sixteen  states  have  monopoly  systems  and  de- 
pend for  revenue  largely  on  profits  from  liquor 
sales  rather  than  on  taxes.  Nine  of  the  monopoly 
states  impose  no  tax  and  the  remainder  impose 
taxes,  generally  a specific  percentage  of  the  re- 
tail price.  Pennsylvania  levies  an  emergency  tax 
of  10%  based  on  the  retail  price.  Ohio,  as  as- 
certained from  its  formula  for  computing  selling 
price,  has  a flat  tax  of  $1.00  per  wine  gallon. 
Michigan,  which  had  a tax  of  10%  similar  to  that 
of  Pennsylvania,  repealed  this  tax  in  1947.  North 
Carolina,  which  has  county-operated  stores,  levies 
a state  tax  of  8%%  of  retail  price.  Two  states 
(Mississippi  and  Oklahoma)  prohibit  the  sale  of 
liquors  other  than  those  of  low  alcoholic  content. 

All  48  states  tax  beer.  Rates  range  from  less 
than  $1.00  per  barrel  in  several  states  to  $13.00 
per  barrel  in  Mississippi.  However,  most  state 
rates  are  far  below  the  $9.00  per  barrel  federal 
rate.  The  beer  tax  ranges  from  $1.00  to  $1.50  per 
barrel  in  about  one-third  of  the  states  and  is  less 
than  $3.00  a barrel  in  60%  of  the  states. 

As  to  wine,  some  states  made  no  distinction 
between  light  and  fortified  wines ; where  distinc- 
tions are  made,  the  classes  do  not  always  corres- 
pond. With  respect  to  light  wines  (defined  as 
containing  not  more  than  14%  alcohol)  13  states 
impose  rates  below  the  federal  rate  of  17  cents. 
With  respect  to  fortified  wines  (containing  over 
14%  alcohol),  only  five  states  impose  rates  as 
high  as  the  federal  rate  of  67  cents. 

Twenty-one  of  the  31  states  which  impose  gen- 
eral sales  taxes  include  within  the  base  of  this  tax 
the  sale  of  some  type  of  alcoholic  beverage.  In 
many  cases,  the  general  sales  tax  is  imposed  in 
addition  to  the  special  state  excise. 

License  fees  are  levied  by  state  or  local  govern- 
ments and  not  infrequently  by  both.  The  largest 
state  license  fees  are  required  of  distillers  and 
brewers  and  usually  range  between  $500  and 
$2,500  each,  although  a few  states  provide  for 
much  higher  fees,  as  for  example,  the  $7,500  li- 
cense for  Class  A distillers  in  New  York.  Smaller 


fees  are  required  of  various  other  categories. 
These  licenses,  while  intended  to  be  regulatory 
in  character,  are  not  insignificant  sources  of  rev- 
enues. In  the  fiscal  year  1951  they  produced  $77,- 
000,000  at  the  state  level. 

The  State  Liquor  Stores 

In  Pennsylvania  the  Liquor  Control  Board  op- 
erates a monopoly  for  the  sale  of  distilled  spirits 
and  wine  by  the  package,  but  licensed  clubs,  hotels, 
and  restaurants  purchase  their  liquor  from  the 
monopoly  to  sell  by  the  drink  (on-premise  con- 
sumption). Pennsylvania  is  one  of  16  states  which 
monopolize  the  sale  of  packaged  liquors  and  op- 
erate State  Liquor  Stores.  The  net  contributions 
to  the  general  funds  by  the  State  Liquor  Stores 
in  these  states  in  the  fiscal  year  1951  were  as 
shown  in  Table  145. 

Table  145 

LIQUOR  MONOPOLY  STATES 
Fiscal  Year  1951 

Transfers  to  State  General  Funds 
(In  thousands) 


16  States,  Total  $170,137 

Alabama  10,164 

Idaho  1,000 

Iowa  8,816 

Maine  6,814 

Michigan  39,455 

Montana  2,500 

New  Hampshire  3,526 

Ohio  10,750 

Oregon  5,134 

Pennsylvania 39,000 

Utah  3,734 

Vermont  122 

Virginia 15,906 

Washington  16,000 

West  Virginia  6,000 

Wyoming  1,216 


Source : U.  S.  Bureau  of  the  Census,  “Compen- 
dium of  State  Government  Finances,  1951.” 

As  to  inventory,  the  Liquor  Control  Board 
policy  allows  one  month  for  commitment,  one 
month  in  the  warehouse,  and  one  month  in  the 
stores.  At  the  present  time,  the  turnover  runs 
about  once  every  six  months,  with  the  slower 
moving  items  (mostly  wine)  running  to  a year  or 
over  and  the  faster  moving  items  to  as  low  as 
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two  months.  Warehouses  located  in  Philadelphia, 
Scranton,  Pittsburgh,  and  Erie  distribute  to  State 
Stores  or  sub-warehouses  in  case  lots  only.  Sub- 
warehouses in  each  of  these  cities  distribute  to 
State  Stores  by  the  bottle.  Two  additional  sub- 
warehouses in  Harrisburg  and  New  Castle  handle 
both  cases  and  bottles.  There  are  no  state-owned 
warehouses.  Storage  and  delivery  are  handled  by 
independent  companies  under  contract  with  the 
Board  although  the  Board  maintains  a staff  of 
employes  at  each  warehouse  and  sub-warehouse. 
The  number  of  stores  has  grown  from  251,  with 
1,243  store  and  307  administrative  employes  on 
May  31,  1934,  to  597  stores  with  3,135  store  and 
905  administrative  employes  on  May  31.  1952. 
There  are  at  the  present  time  81  one-man  stores 
serving  sparsely  settled  areas.  In  Pennsylvania, 
these  one-man  stores  presumably  serve  the  pur- 
pose of  the  agency  system  set  up  in  various  other 
monopoly  states,  such  as  Ohio.  At  present  there 
are  two  divisions,  Philadelphia  and  Pittsburgh, 
under  the  jurisdiction  of  superintendents.  District 
supervisors  serve  directly  under  the  superin- 
tendents and  are  responsible  for  about  twenty- 
five  stores.  The  number  of  store  employes,  the 
status  of  the  manager,  and  the  compensation  of 
both,  depends  upon  the  number  of  units  (bottles) 
sold  during  the  preceding  year.  A loose  leaf 
manual  of  instructions  maintained  currently  is 
provided  each  store  which  prescribes  detailed  pro- 
cedures for  store  managers  to  follow.  All  Board 
employes  are  covered  by  the  Pennsylvania  Civil 
Service  Law,  except  Board  Members  appointed 
for  intermittent  terms  of  six  years  by  the  Gov- 
ernor, subject  to  Senate  approval,  the  Secretary 
appointed  by  the  Board,  and  certain  employes 
under  the  jurisdiction  of  the  Attorney  General 
and  the  Hearing  Examiners  appointed  by  the 
Governor. 

Present  Board  policy  as  to  retail  prices  calls 
for  a markup  of  48%  on  distilled  spirits  and  43% 
on  wine.  Cost  includes  freight  F.  O.  B.  distillery. 
Since  1947  the  markup  is  also  taken  on  all  federal 
tax.  After  the  retail  price  is  ascertained  the  10% 
emergency  tax  is  added  to  make  up  the  list  price. 
Values — costs  and  retail — are  developed  to  the 
nearest  and  to  the  next  full  cent  respectively. 
Since  the  law  provides  that  the  monopoly  must 
procure  for  a customer  any  brand  which  he 
may  desire,  the  store  will  accept  “special  orders” 
for  case  lots  of  unstocked  merchandise  for  which 


a deposit  of  25%  is  collected.  Markups  on  this 
special  order  business  are  the  same  as  the  regular 
merchandise.  In  addition,  slow-moving  items  are 
closed  out  at  prices  under  this  markup.  Allow- 
ances are  received  by  the  Board  for  much  of  this 
closed-out  merchandise.  Any  losses  to  the  Board 
on  this  closed-out  merchandise  are  charged 
against  a Reserve  for  Inventory  Loss  set  up  by 
monthly  charges  to  Profit  and  Loss.  Immediately 
following  the  war  period  these  losses  were  quite 
heavy. 

As  to  the  accounting  procedure,  managers  are 
required  to  submit  “Store  Manager’s  Daily  Re- 
ports of  Sales  and  Bank  Deposits.”  Inventory 
figures  are  always  available  from  stock  record 
cards.  Store  personnel  (except  one-man  stores) 
are  required  to  take  physical  inventories  once  a 
month.  The  Board’s  field  accountant  makes  regu- 
lar audits,  as  do  representatives  of  the  Auditor 
General’s  Office  as  required  by  law.  All  Board 
records  are  reconciled  May  31st  of  each  year. 
Balance  Sheets  and  Profit  and  Loss  Statements 
are  issued  monthly  and  yearly  reports  are  sub- 
mitted for  both  the  calendar  and  fiscal  year.  All 
moneys  are  transmitted  to  a “State  Stores  Fund” 
from  which,  at  varying  periods,  transfers  are 
made  to  the  General  Fund. 

Licensing  and  Enforcement 

Licensing  and  enforcement  are  centrally  located 
under  the  authority  of  the  Board.  The  highest  li- 
cense  fee,  that  paid  by  distilleries,  is  graduated 
according  to  the  quantity  of  production,  from  $2,- 
500  to  $25,000  a year.  Breweries  pay  $1,000  each. 
The  charges  for  malt  beverage  distributors  are 
$400  and  $900  for  the  additional  ones  who  im- 
port beverages  from  other  states.  There  are  two 
main  classes  of  retail  licenses,  liquor  and  beer. 
Hotel  and  restaurant  liquor  licenses  are  graduated 
according  to  the  population  of  the  community  in 
which  the  retailer  is  located,  ranging  from  $150 
for  less  than  1,500  to  $600  for  150,000  and  up. 
The  fee  for  a club  license  is  $50.  Restaurant  and 
hotel  beer  licenses  range  from  $100  for  less  than 
10,000  to  $300  for  150,000  and  up.  The  fee  for  a 
club  beer  license  is  $25.  A license  must  be 
granted  if  certain  requirements  are  fulfilled  sub- 
ject only  to  the  quota  law.  This  quota  law  restricts 
retail  licenses  to  one  outlet  for  every  1,000  in- 
habitants or  fraction  thereof  for  the  municipality 
in  which  located.  Distributors  and  importers  are 
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limited  to  one  for  every  10,000  inhabitants  or 
fraction  thereof  for  the  county  in  which  they  are 
located.  Hotels  which  meet  the  rooms  require- 
ments are  exempt  from  provisions  of  the  act.  In 
addition,  the  judges  of  certain  county  courts 
excluded  clubs  from  the  quota  law  until  a recent 
decision  of  the  Superior  Court  of  Pennsylvania 
reversed  this  trend.  Transfers  are  permitted  with- 
in the  municipality,  regardless  of  the  status  of 
licensees  under  the  quota  system.  The  charge 
for  transers  of  liquor  licenses  is  $20,  for  beer  $10. 

Enforcement,  although  centrally  located  in  the 
Board,  is  not  the  responsibility  solely  of  the 
Board.  Local  police  are  also  entrusted  with  en- 
forcement of  the  liquor  laws.  State  agents  co- 
operate with  both  federal  and  local  authorities 
as  well  as  the  State  Police.  However,  little  help  is 
received  from  the  local  police.  Upon  citation,  if 
the  licensee  is  found  to  have  committed  a viola- 
tion, the  Board  may  suspend  or  revoke  the  license 
(and  forfeit  a bond)  under  its  power  held  since 
1937.  If  a license  is  suspended,  a compromise 
payment  is  permitted  under  the  law  in  lieu  of 
suspension.  This  permits  a licensee  to  avoid  clos- 
ing his  establishment  by  paying  a penalty  of  $10 
for  each  day  of  suspension  not  exceeding  100 
days.  This  payment,  however,  is  made  at  the  dis- 
cretion of  the  Board. 

Malt  beverage  and  spirituous  and  vinous  excise 
taxes  as  well  as  liquor  floor  taxes  and  fines  and 
forfeitures  are  collected  by  the  Department  of 
Revenue  under  the  direction  of  a Deputy  Secre- 
tary of  Revenue.  Malt  beverage  excise  tax  rates 
were  set  up  in  1933  by  the  Legislature  and 
amended  temporarily  June  1,  1947,  continued  by 
the  1949  Session  and  amended  permanently  by  the 
1951  Session.  Current  rates  are  as  follows: 


Barrel  or 

Standard 

Fraction 

Tax  Rates 

Volume 

1 barrel 

$2.48 

31  gallons 

% barrel 

1.24 

15%  gallons 

% barrel 

.84 

10%  gallons 

% barrel 

.62 

7%  gallons 

Y6  barrel 

.42 

5 y6  gallons 

Y$  barrel 

.32 

3%  gallons 

1 gallon 

.08 

% gallon 

.04 

1 quart 

.02 

1 pint 

.01 

% pint 

.006 

Spirituous  and  vinous  tax  rates  are  as  follows : 

Under  proof  spirits  $1.00/gallon 

Under  proof  rectified  1.30/gallon 

spirits 

Wine  up  to  24%  unit  °f  proof /wine 

gallon 

However,  the  spirituous  and  vinous  taxes, 
liquor  floor  tax,  and  spirituous  and  vinous  fines 
and  forfeitures  are  of  small  consequence  in  the 
total  alcohol  beverage  revenue  picture. 

Revenues  from  Alcoholic  Beverages 

It  seems  clear  that  the  revenues  derived  from 
alcoholic  beverages  have,  in  general,  kept  pace 
with  the  growing  need  for  additional  revenue  by 
the  State.  The  three  main  sources  of  revenue, 
liquor  profits,  malt  beverage  revenues,  and  the 
10%  emergency  tax,  have  shown  increasing  yields 
of  approximately  275%,  325%,  and  260%  re- 
spectively, since  the  1937-39  biennium.  In  the 
over-all  General  Fund  picture,  alcoholic  beverage 
revenues  provided  16%  of  the  revenue  during 
the  biennium  1937-39,  increased  to  26%  after 
the  war  in  1945-47,  and  are  estimated  during  the 
present  period  to  yield  20%.  This  is  mainly  due 
to  the  doubling  of  the  malt  beverage  tax  rate 
in  June,  1947,  and  to  the  increased  yield  in  liquor 
profits  with  the  inclusion  of  all  the  federal  tax  in 
the  markup  on  liquor  costs  since  1947. 

In  comparing  the  various  revenues  from 
alcoholic  beverages  since  1934,  the  average  re- 
ceipts for  State  Store  profits  averaged  49.4%  of 
the  total,  malt  beverage  revenue  averaged  25.8%, 
and  the  10%  emergency  tax  averaged  23.8%.  In 
1952  liquor  profits  were  49.9%,  an  increase  of 
0.5%  from  the  average,  malt  beverages  26.7%, 
an  increase  of  0.9%,  and  the  10%  emergency  tax 
23.4%,  a decrease  of  0.4%.  Wine  and  distilled 
spirits  excise  taxes  have  always  been  insignificant 
as  a revenue  producer  and  liquor  floor  taxes  have 
been  inconsequential  since  the  early  years  after 
repeal.  From  these  figures  it  can  be  assumed  that 
the  major  sources  of  revenue  have  been  rather 
consistent  in  their  yield. 

Although  per  capita  purchasing  has  dropped 
appreciably  in  distilled  spirits  and  beer  from  the 
1946  level,  it  has  remained  relatively  steady  since 
1947,  and  both  showed  an  increase  in  1951  over 
1950.  Wine  per  capita  purchasing  has  shown  a 
slight  increase  over  1946  but  has  remained  rel- 
atively steady  during  the  entire  period  studied, 
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dropping  slightly  in  1951  over  the  1950  figure. 
As  to  the  national  picture,  Pennsylvania  is  con- 
siderably higher  than  the  national  figures  in  wine 
and  malt  beverage  per  capita  purchasing  but 
considerably  lower  than  the  national  per  capita 
figures  in  distilled  spirits. 

Time  has  proved  that  alcoholic  beverage  rev- 
enues do  not  seem  to  follow  any  set  pattern.  This 
is  particularly  true  of  liquor  revenue,  which  is  not 
affected  to  the  same  extent  as  taxes  on  certain 
luxuries  by  increased  employment,  higher  wages, 
and  greater  income  tax  payments.  Many  factors 
are  involved,  such  as  price,  change  in  public 
taste,  local  economic  conditions,  changes  in  group 
economic  conditions,  varying  conditions  of  en- 
forcement, and  numerous  others.  Alcoholic  bever- 
age revenue  in  Pennsylvania  seems  to  have  only  a 
slight  correlation  with  disposable  income.  In  com- 
paring Pennsylvania  distilled  spirits  purchasing 
with  total  monopoly  state  and  all-states  total  dis- 
tilled spirits  purchasing,  Pennsylvania’s  percent 
of  increase  or  decrease  compares  favorably  with 
the  all-states  total  during  the  1934-38  period  and 
shows  a definite  similarity  with  the  monopoly 
state  total  since  1948.  Although  the  increase  and 
decrease  percentages  follow  a definite  pattern,  no 
direct  overall  correlation  seems  apparent. 

Liquor  Prices 

The  supposition  that  Pennsylvania  prices  are 
losing  revenue  for  the  State  seems  to  be  without 
foundation.  The  basis  for  this  assertion  seems  to 
center  around  Ohio  prices.  A price  study  was 
made  of  the  neighboring  states  of  New  Jersey, 
New  York,  Maryland,  Delaware,  and  Ohio. 
Prices  in  New  York  and  New  Jersey  were  2.2%, 
Maryland  3.7%,  and  Delaware  5.5%  under  prices 
in  Pennsylvania.  Little  or  no  revenue  is  appar- 
ently lost  to  these  states.  However,  Ohio  prices 
average  22.4%  under  Pennsylvania.  Ohio’s  mark- 
up is  42.85%  as  against  Pennsylvania's  48%. 
The  wholesale  discount  is  17.158%  as  against 
1673%  in  Pennsylvania.  The  difference  is  due 
to  the  inclusion  of  the  federal  tax  by  Pennsyl- 
vania in  its  cost  base.  Undoubtedly,  certain  Penn- 
sylvanians are  crossing  the  border  and  bringing 
in  illegal  liquor.  However,  the  over-all  revenue 
picture  is  quite  revealing.  Ohio  did  increase  its 
gallonage  purchasing  since  1947  from  8.6  million 
to  10.5  million  in  1951  while  Pennsylvania’s 


gallonage  purchasing  increased  from  10  million 
in  1947  to  10.3  million  in  1951.  Ohio  surpassed 
Pennsylvania  in  1951  for  the  first  time  in  gallon- 
age  purchasing.  Thus  purchasing  in  Ohio  was 
1.30  gallons  per  capita  as  compared  with  0.98 
gallons  per  capita  in  Pennsylvania.  However,  the 
per  capita  revenue  for  Ohio  is  $3.63  against 
Pennsylvania’s  $3.53,  with  total  revenue  of  $28,- 
800,000  against  $37,000,000  for  Pennsylvania. 

The  condition  exists  whereby  per  capita  pur- 
chasing in  Pennsylvania  is  considerably  below 
purchasing  in  Ohio  but  Pennsylvania  is  practically 
equal  in  per  capita  revenue  and  $8,000,000  ahead 
in  actual  revenue.  It  seems  improbable  that  if 
Pennsylvania  lowered  its  liquor  prices  to  meet 
those  of  Ohio,  consumption  would  increase 
sufficiently  to  overcome  the  loss  in  revenue  due 
to  decreased  profits.  Even  a 10%  decrease  in 
retail  prices  would  require  approximately  a 30% 
increase  in  purchasing  to  cover  the  loss  of  rev- 
enue due  to  the  decreased  profit  per  bottle,  if  the 
10%  emergency  tax  revenue  is  included. 

Wines 

When  wines  were  an  insignificant  part  of  total 
sales  in  units,  preferential  treatment  could  be  ex- 
tended wine  in  the  interests  of  social  considera- 
tions. However,  with  cheap  wine  equaling  20%  of 
total  units  sold,  State  Store  profits  are  significantly 
affected  by  the  low  wine  markup.  Total  expenses 
are  high  and  have  been  increasing  steadily  since 
1946.  When  placed  on  a unit  basis,  this  situation 
becomes  much  clearer.  Unit  expense  for  a 5th 
bottle  is  20.89  cents,  a half-gallon  unit  25.02 
cents,  and  a gallon  unit  29.14  cents.  It  costs  ex- 
actly the  same  amount  for  the  Liquor  Board  to 
sell  one  bottle  of  50-cent  wine  as  it  does  to  sell  a 
$4.50  bottle  of  whiskey.  In  addition,  unit  sales 
are  recognized  as  an  important  criterion  of  labor 
measurement,  as  the  number  of  employes  as- 
signed to  a store  and  the  compensation  of,  at 
least,  certain  of  these  employes  depends  on  the 
unit  sales  of  the  store  in  the  preceding  year. 
In  using  these  expense  per  unit  figures,  the  profit 
potential  on  cheap  wines  seems  to  be  non-existent 
in  some  cases  and  low  in  others. 

The  markup  on  wine  at  the  present  time  is 
43%.  This  markup  could  be  raised  to  48%  to 
place  it  on  a par  with  distilled  spirits.  However, 
this  5%  increase  in  the  markup  of  cheaper  wines, 
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which  entail  over  50%  of  total  wine  consumption, 
would  seem  to  be  insufficient  to  meet  the  increased 
expenses.  The  situation  could  be  corrected  in 
either  of  two  ways.  One  method  would  entail 
increasing  the  markup  on  cheap  wines  propor- 
tionately higher  than  that  on  the  more  expensive 
wines.  The  other  method  would  be  to  establish  a 
minimum  price  for  wines  of  bottle,  half-gallon 
and  gallon  capacity.  A further  division  could  be 
made  between  different  types  of  wine. 

The  possibilities  of  improving  wine  inventory 
policies  and  reducing  expenses  should  also  be 
considered.  When  a code  is  stocked  it  means  at 
least  one  case  in  the  store  and  one  in  the  ware- 
house. It  is  undoubtedly  a truism  that  the  larger 
the  number  of  codes  carried,  the  more  close-outs 
eventually  will  follow.  It  is  these  codes  which 
increase  warehousing  expense  and  perhaps  com- 
prise latent  inventory  losses. 

Malt  Beverages 

From  1933  to  June  of  1947,  malt  beverage 
excise  tax  rates  remained  unchanged.  As  of  June 
1,  1947,  these  rates  were  doubled  from  $1.24  per 
barrel  to  $2.48  per  barrel.  It  is  interesting  to  note 
that  in  1946-47,  the  year  preceding  the  rate  in- 
crease, revenue  amounted  to  $11,760,013.  During 
1947-48,  the  revenue  amounted  to  $23,679,389. 
Rates  were  doubled  and  revenue  doubled  with 
$159,000  to  spare.  In  other  words,  rates  were 
doubled  without  any  loss  in  consumption. 

License  Fees 

In  per  capita  revenue  from  license  and  per- 
mit fees,  Pennsylvania  ranks  6th  among  the 
selected  states.  The  actual  revenue  in  1951 
amounted  to  $7,628,916,  with  $5,717,643  re- 
turnable to  the  local  governments.  Not  included, 
however,  were  application  and  transfer  fees 
amounting  to  $303,142.  The  true  picture  is  not 
produced  from  these  facts.  Pennsylvania  ranks 
2nd  among  the  selected  states  in  the  number  of 
retail  liquor  licenses  per  1,000  population,  with 
1.96.  Although  the  quota  law  limits  one  license 
for  every  1,000  people,  the  retail  dealers  in  ex- 
istence were  allowed  to  retain  their  licenses  when 
the  law  was  enacted.  Thus  Pennsylvania  has 


practically  double  the  number  called  for  under 
the  quota  law.  To  this  license  total  can  be  added 
approximately  1,600  beer  retailers. 

Pennsylvania  license  and  permit  fees  were 
established  in  1934.  Privileges  were  abridged  and 
amended  but  rates,  fees,  bonds,  etc.  remained 
the  same  since  the  Board’s  inception  in  1934. 
Economic  conditions  at  that  time  were  such  that 
Pennsylvania  has  now  in  force  what  could  be 
defined  as  a “depression  fee  and  permit  rate,” 
during  a period  of  inflationary  tendencies.  A sys- 
tem of  rates  decidedly  archaic  for  present  needs 
thus  exists.  Because  the  quota  system  allows 
transfers  (of  place  or  ownership,  of  the  same  type 
of  license  and  within  the  same  political  subdi- 
vision, if  all  qualifications  are  met)  the  condition 
arises  whereby  vested  interests  are  being  built 
up  by  the  retail  dealer. 

Another  glaring  inequality  in  the  license  fee 
and  permit  system  seems  to  center  in  the  brewery 
fee.  After  repeal  in  1933,  123  breweries  were  in 
existence.  Today  only  44  remain.  Capacities  in 
most  breweries  have  been  greatly  increased. 
Plowever,  the  brewery  fee  is  a flat  fee  of  $1,000. 
It  would  seem  that  a minimum  fee  with  a slid- 
ing scale  for  additional  production  would  offer 
a more  equitable  method  for  the  smaller  brewery 
and  yield  additional  revenue  to  the  State. 

Club  licenses  offer  another  subject  for  a study. 
The  license  fee  for  a club  for  liquor  is  $50,  for 
beer  $25.  This  is  not  in  line  with  public  license 
fees,  yet  clubs  enjoy  longer  hours  of  sale  and 
social  members  are  permitted  to  buy.  This  social 
membership  privilege  is  also  a boon  to  the  “one- 
man”  club.  A minimum  fee  for  a club  with  400 
members  (Delaware  system),  providing  a sliding 
scale  for  further  membership,  social  members  in- 
cluded, would  seem  to  be  more  equitable. 

For  the  second  time  in  the  Board’s  history 
(1934-35  period  being  the  first),  licensing  and 
enforcement  income  (in  1951)  showed  a deficit. 
Application  fees  are  set  at  $10,  liquor  transfer 
fees  at  $20,  and  beer  transfer  fees  at  $10.  These 
fees  do  not  cover  the  costs  involved.  Sound  public 
finance  would  seem  to  dictate  that  fees  should,  at 
least,  cover  expenses  involved  in  issuing  licenses. 
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APPENDIX  V 

THE  INHERITANCE  AND  ESTATE  TAXES 


Table  146 

STATE  ESTATE  TAX  RATES  AND  EXEMPTIONS  (a) 

September  1,  1952 


State 

Rates 

Maximum 
Rate  Applies 
Above 

Exemption 

Alabama  

. . 80  percent  of  1926  federal  rates  . . . 

$10,000,000 

$100,000 

Arizona  (b)  

do  

10,000.000 

100,000  (c,  d) 

Arkansas  

do  

10,000,000 

100,000  (d) 

Florida  

do  

10,000,000 

100,000  (d) 

Georgia  

do  

10,000,000 

100,000 

Mississippi  

do  

10,000,000 

50,000  (c,  d) 

New  York  (b)  

. . 100  percent  of  1926  federal  rates  . . . 

10,100,000 

(c,  d,  e) 

North  Dakota  

. . 2 to  23  percent 

1,500,000 

20,000  (d,  f) 

5.000  (g) 

2.000  (h) 

Oklahoma  (b)  

. . 1 to  10  percent  

10.000,000 

15,000  (d.  i) 

Oregon  (j)  

. . 1 to  15  percent  

1,500,000 

10,000 

Rhode  Island  (b,  j)  . 

. . 1 percent  

(k) 

10,000  (d) 

Utah  

. . 3 to  10  percent  

125,000 

10,000  (d,  1) 

Sources:  Commerce  Clearing  House,  Inc.  and  Tax  Foundation. 

(a)  Do  not  include  states  shown  in  inheritance  tax  rate  table  which  levy  in  addition  to  their  inherit- 

ance taxes  an  estate  tax  to  assure  full  absorption  of  the  80-percent  federal  credit.  (See  Table  143.) 

(b)  An  additional  estate  tax  is  imposed  to  assure  full  absorption  of  the  80-percent  federal  credit. 

(c)  Some  additional  exemption  is  allowed  for  insurance  paid  to  named  beneficiaries. 

(d)  Transfers  to  religious,  charitable,  educational,  municipal,  etc.  corporations,  are  exempt. 

(e)  However,  the  specific  exemptions  ($20,000  for  transfers  to  spouse  and  $5,000  to  lineal  ancestors 
and  descendants  and  certain  other  named  relatives)  are  taken  out  of  the  first  bracket  which  is 
fixed  at  $150,000.  Net  estates  which,  after  deducting  the  applicable  exemptions,  do  not  exceed 
$2,000,  are  not  taxable. 

(f)  Spouse. 

(g)  Minor  lineals. 

(h)  Other  lineal  descendants  and  ancestors. 

(i)  An  estate,  the  value  of  which  does  not  exceed  $100,  is  exempt. 

(j)  See  inheritance  tax  table  also. 

(k)  Entire  estate  above  exemption. 

(l)  Increased  to  $40,000  for  transfers  to  surviving  spouse  or  children. 
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APPENDIX  VI 

THE  STATE  CORPORATION  TAXES 


Table  147* 

NUMBER  OF  CORPORATIONS  WITH 
TAXABLE  INCOMES  IN  U.  S.  IN 
CALENDAR  YEAR  1951* 


Net 

Income 

Number 

Taxable 

Percent 
of  Total 

Up  to  $25,000 

288,300 

70.3% 

$25,000  to  $50,000 

50,600 

12.4 

$50,000  to  $100,000 

28,400 

6.9 

$100,000  and  over 

42,700 

10.4 

Total  

410,000 

100.0% 

Source:  U.  S.  Treasury  Department.  See 
Senate  Hearings  on  Revenue  Act  of  1951,  Page 
141. 


*The  total  number  of  corporation  tax  returns 
filed  for  1951  was  683,566.  Many  of  these  un- 
doubtedly reported  no  net  income.  For  1949, 
the  latest  year  for  which  such  information  is 
available,  the  classification  of  corporate  tax  re- 
turns was  as  follows : 

Number  reporting 

net  income  384,772  62.6% 

Number  reporting  no 

net  income  230,070  37.4 


Total  returns  ....  614,842  100.0% 

Source:  Data  supplied  by  U.  S.  Treasury  De- 
partment. 
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APPENDIX  VII 


THE  PENNSYLVANIA  CORPORATE  TAX  BURDEN 

Table  148 

CORPORATIONS  REGISTERED  IN  PENNSYLVANIA  IN  1951 


Domestic  Companies  Subject  to  Net  Income 


and  Capital  Stock  Taxes 

Brick,  Clay  and  Slate  152 

Brewing  59 

Coal,  Coke  and  Mining  1,245 

Distilling  42 

Insurance — Casualty  19 

Insurance — Fire  24 

Insurance — Life  12 

Electric  Light  and  Power  76 

Land  4,610 

Manufacturing  14,061 

Mercantile  5,106 

Miscellaneous  7,032 

Oil  and  Gas  238 

Street  Railway  Companies 22 

Telegraph  and  Telephone  152 

Transportation — Other  Than  Motor  . . 197 

Transportation — Motor  473 

Water  464 


Total  33,984 


Foreign  Companies  Subject  to  Net  Income 


and  Franchise  Taxes 

Foreign  Telegraph  and  Telephone  ....  6 

Foreign  Transportation — Motor  154 

Foreign  Companies,  Miscellaneous  ....  6,980 

Foreign  Distilling  36 

Total  7,176 


Sub-Total:  Corporations  Subject  to  Net 

Income  and  Capital  Stock  Taxes  ....  41,160 

Companies  Not  Subject  to  Net  Income  and 


Capital  Stock  Taxes 

Electric  Cooperative  15 

Excess  Insurance  Brokers 52 

Insurance — Domestic  Ocean  Marine  . . 16 

Limited  Partnerships* *  62 

Insurance— Casualty  (Foreign)  146 

Insurance— Fire  (Foreign)  232 

Insurance — Life  (Foreign)  66 

Insurance — Life  and  Casualty  (Foreign)  49 

Insurance — Ocean  Marine  (Foreign)  . . 166 


Total  804 

GRAND  TOTAL  41,964 


Source : State  Department  of  Revenue. 

*Note : Certain  limited  partnerships,  while  not  corporate  forms  of  organization,  are  subject  to 
corporate  net  income  tax. 
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QUESTIONNAIRE  CONCERNING  1952  TAXES  ON  MANUFACTURING.  TABULA- 
TION OF  DATA  IN  1,584  QUESTIONNAIRES  RETURNED. 


Question  1 : What  are  the  principal  products 
your  firm  manufactures  (1,142  replies)? 


A.  Chemicals  and  Allied  Products 95 

1.  Chemicals  33 

2.  Drugs  and  Medicines 17 

3.  Paints  and  Varnishes  12 

4.  Other  Chemical  products  33 

B.  Clay,  Glass  and  Stone  Products  ....  49 

5.  Cement  5 

6.  Glass  11 

7.  Other  33 

C.  Food  and  Kindred  Products 82 

8.  Alcoholic  beverages  2 

9.  Bread  and  bakery  products 9 

10.  Candy  and  confectioneries  20 

11.  Grist  mill  products  14 

12.  Ice  cream  14 

13.  Slaughtering  and  meat  products  12 

14.  Other  food  products  21 

D.  Leather  and  Rubber  Goods  37 

15.  Boots  and  shoes 15 

16.  Other  leather  goods  12 

17.  Other  rubber  goods 10 

E.  Lumber  and  its  remanufacture 80 

18.  Furniture  26 

19.  Lumber  and  timber  products  ...  15 

20.  Lumber — mill  products 29 

21.  Other  lumber  products  10 


F.  Metal  and  Metal  Products 381 

22.  Automobiles  and  parts  12 

23.  Brass,  bronze  and  copper  products  9 

24.  Castings  29 

25.  Electrical  appliances  25 

26.  Electrical  machinery  26 

27.  Hardware  and  Specialties  43 

28.  Jewelry  3 

29.  Machine  tools 31 

30.  Machinery  and  parts 86 

31.  Sheet  metal  products 26 

32.  Other  metal  products 91 

G.  Paper  and  Printing  Industries 125 

33.  Newspapers,  periodicals,  and  job- 

printing   87 

34.  Paper  38 

H.  Textiles  and  Textile  Products 247 

35.  Clothing — men’s  and  boy’s 40 

36.  Clothing — women’s  and  children’s  43 

37.  Floor  coverings  7 

38.  Hosiery  43 

39.  Shirts  1 

40.  Silk  goods,  including  rayon  ....  4 

41.  Underwear  16 

42.  Other  textile  products 93 

I.  Miscellaneous  46 

43.  Dental  supplies 2 

44.  Optical  goods  3 

45.  Other  41 
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Question  2 : How  many  persons  does  your  firm 
employ  ? 


1. 

0-24 

325 

2. 

25-49 

247 

3. 

50-74 

152 

4. 

75-99 

100 

Total  firms  with  less 
than  100  employees 

824 

5. 

100-149 

117 

6. 

150-199 

68 

7. 

200-299 

66 

8. 

300-399 

39 

9. 

400-599 

37 

10. 

600-799 

9 

11. 

800-999 

9 

12. 

1000-1499 

16 

13. 

1500-1999 

9 

14. 

2000-4999 

13 

15 

5000  and  over 

12 

Total  firms  with  over  100  employes 395 


Total  number  of  firms  answering  question  2 1,219 


Question  3:  To  what  extent  are  present  (1952)  taxes  in  Pennsylvania,  compared  with  those  in  other 
states,  influencing  any  decisions  of  your  firm  to  modernize  or  expand  manufacturing  facil- 
ities in  this  state? 


All  Firms 

Favorably  Influencing 

Not  Influencing 

A Deterrent 

No. 

Percent 
of  Total 

No. 

Percent 
of  Total 

No. 

Percent 
of  Total 

Totals 

State  Taxes 

Corporate  Net  Income  Tax 

118 

9% 

865 

65% 

345 

26% 

1,328 

Capital  Stock  Tax 

71 

5 

797 

57 

541 

38 

1,409 

Unemployment  Compensation 

291 

21 

957 

70 

118 

9 

1,366 

Other  

20 

3 

523 

81 

104 

16 

647 

Local  Taxes 

Real  Property  inc.  Machinery 

158 

12 

762 

60 

353 

28 

1,273 

Income  

65 

7 

558 

57 

353 

36 

976 

Per  Capita  

79 

8 

756 

76 

161 

16 

996 

Other  

21 

3 

485 

74 

148 

23 

654 

State  and  Local  Taxation  as  a whole  . 

89 

8 

710 

63 

334 

29 

1.133 

Answers  to  Question  3, 

Classified  by  Size  of  Firm 

Favorably  Influencing 

Not  Influencing 

A Deterrent 

Firms  with 
under  100 
Employees 

Firms  with 
over  100 
Employees 

Firms  with 
under  100 
Employees 

Firms  with 
over  100 
Employees 

Firms  with 
under  100 
Employees 

Firms  with 
over  100 
Employees 

State  Taxes 

Corporate  Net  Income  Tax 

. . 57 

22 

507 

230 

222 

127 

Capital  Stock  Tax 

. . 38 

9 

479 

202 

242 

159 

Unemployment  Compensation  .... 

. . 132 

80 

545 

255 

66 

25 

Other  

. . 9 

4 

279 

147 

46 

30 

Local  Taxes 

Real  Property  inc.  Machinery  . . . 

. . 69 

53 

447 

214 

187 

83 

Income  

. . 35 

13 

387 

178 

178 

87 

Per  Capita  

. . 44 

15 

333 

217 

88 

35 

Other  

. . 9 

8 

275 

136 

59 

37 

State  and  Local  Taxation  as  a whole 

. . 47 

21 

515 

196 

171 

89 
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Answers  to  Question  3,  Classified  by  Size  of  Firm 


As  Percent  of  Total  Responses  to  Each  Type  of  Tax 


Favorably 

Influencing 

Not  Influencing 

A Deterrent 

Firms  with 

under  100 

Employees 

Firms  with 

over  100 

Employees 

Firms  with 

under  100 

Employees 

Firms  with 

over  100 

Employees 

Firms  with 

under  100 

Employees 

Firms  with 

over  100 

Employees 

Total 

Responses 

State  Taxes 

Corporate  Net  Income  Tax 

. 4% 

2% 

44% 

20% 

20% 

10% 

1,165 

Capital  Stock  Tax 

3 

1 

42 

19 

21 

14 

1,129 

Unemployment  Compensation 

. 12 

7 

49 

24 

6 

2 

1,103 

Other  

. 2 

1 

54 

29 

8 

6 

515 

Local  Taxes 

Real  Property  inc.  Machinery 

. 7 

5 

42 

20 

18 

8 

1,053 

Income  

. 5 

1 

44 

20 

20 

10 

878 

Per  Capita  

. 6 

2 

45 

30 

12 

5 

732 

Other  

2 

2 

52 

26 

11 

7 

524 

State  and  Local  Taxation  as  a whole  . 

5 

2 

50 

19 

16 

8 

1,039 

Question  4 : What  improvement,  if  any,  would 
you  suggest  in  the  Pennsylvania  tax 
structure? 


A.  Capital  Stock  Tax 

Abolish  129 

Remove  the  arbitrary  determination  100 
Restore  the  manufacturers’  exemp- 
tion   41 

B.  Corporate  Income  Tax 

Abolish  18 

Reduce 50 

Add  carry  back-carry  forward  pro- 
vision   45 

Provide  alternatives  20 

Exempt  small  manufacturers 22 

C.  Corporate  Loans  Tax 

Abolish  29 

D.  Unemployment  Compensation  Taxes 

Lower  rates  20 

Better  scrutiny  of  applicants  13 

Better  administration  8 


E.  Tax  Returns 

Consolidate  report  forms  44 

Reduce  number  of  state  taxes  ....  18 

Simplify  returns 36 

F.  Gross  Receipts  Tax 

Unfair  23 

G.  Property  Taxes 

Equalize  assessments 26 

Prohibit  real  estate  taxes  on  ma- 
chinery   48 

Centralize  collections  of  local  taxes  6 

H.  Other 

Remove  garnishment  provisions  . . 3 

I.  New  State  Taxes  Proposed 

Sales  tax 54 

No  sales  tax 16 

No  personal  income  tax 21 

Pari-mutuel  tax  4 

Tax  cooperatives  3 

Manufacturers  sales  tax  1 

J.  Reactions  to  Act  481 

Repeal  15 

Eliminate  local  wage  taxes 35 

Revise  local  wage  taxes 11 

Prohibit  mercantile  levies 18 
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TAXATION  AND  STATE  COMPETITION  FOR  INDUSTRY 


South  Carolina  Advertisement 

The  importance  of  corporate  taxation  in  the 
competition  of  the  various  states  to  attract  new 
industries,  with  their  added  employment,  pay- 
rolls, and  investment,  is  illustrated  by  a recent 
statement  of  the  South  Carolina  State  Tax  Com- 
mission published  in  the  New  York  Times  on 
P'ebruary  8,  1953,  Section  10,  page  17.  In  an 
advertisement  addressed  to  business  firms,  Mr. 
Otis  W.  Livingston,  Chairman  of  the  South 
Carolina  State  Tax  Commission,  declares: 

“The  South  Carolina  Tax  Commission  is  fully 
cognizant  of  the  importance  of  attracting  and  re- 
taining new  industries  as  a means  of  building  a 
stronger  economy  and  raising  the  standard  of 
living  of  the  people  of  this  State.  The  Commis- 
sion realizes  also  that  industry  attaches  great 
importance  to  a fair  and  reasonable  tax  structure 
and  to  the  attitude  of  the  administrative  body  . . . 

“Since  1930  there  have  been  no  basic  changes 
in  income  tax  laws  or  rates  as  applied  to  corpora- 
tions. In  1946,  however,  the  corporation  license 
tax  was  reduced  from  a rate  of  three  mills  to 
two  mills  per  dollar  of  taxable  value.” 

The  complete  advertisement  is  reproduced  be- 
low. 

TAX  STRUCTURE  IS  FAIR,  REASONABLE 
by  Otis  W.  Livingston,  Chairman, 

South  Carolina  State  Tax  Commission 


The  South  Carolina  Tax  Commission  is  fully 
cognizant  of  the  importance  of  attracting  and  re- 
taining new  industries  as  a means  of  building  a 
stronger  economy  and  raising  the  standard  of 
living  of  the  people  of  this  State.  The  Commis- 
sion realizes  also  that  industry  attaches  great 
importance  to  a fair  and  reasonable  tax  struc- 
ture and  to  the  attitude  of  the  administrative 
body.  Policy  of  the  Commission  is  in  all  cases 
friendly  and  every  effort  is  made  to  achieve  an 
equitable,  fair  and  reasonable  administration  of 
the  tax  laws  of  South  Carolina. 

In  all  our  dealings  with  industry,  we  have  ac- 
quired the  conviction  that  South  Carolina’s  tax 
structure  is  one  which  offers  distinct  advantages. 

Our  tax  laws  are  administered  by  a Commis- 
sion of  five  members  appointed  by  the  Governor, 
approved  by  the  Senate,  with  staggered  terms, 


thus  avoiding  sudden  changes  of  personnel  and 
insuring  a consistent  and  conservative  administra- 
tion. Stability  of  tax  policies  is  one  of  the  many 
advantages  and,  in  my  opinion,  an  important  one, 
which  comes  as  the  result  of  administration  of  tax 
laws  by  an  experienced  and  seasoned  Commis- 
sion. 

History  of  corporate  taxation  in  South  Caro- 
lina shows  that  in  the  past  the  General  Assembly 
has  been  most  considerate  in  that  respect.  In  re- 
cent years  laws  have  been  enacted  which  they 
feel  will  lessen  taxes  on  industry.  In  1940,  the 
State  property  tax  was  repealed.  This  was  not 
a sudden  change  of  attitude  but  was  the  result 
of  years  of  planning  in  the  General  Assembly. 
Since  1930  there  have  been  no  basic  changes  in 
income  tax  laws  or  rates  as  applied  to  corpora- 
tions. In  1946,  however,  the  corporation  license 
tax  was  reduced  from  a rate  of  three  mills  to 
two  mills  per  dollar  of  taxable  value. 

Levies  Affect  All 

The  Tax  Commission  fixes  assessments  of  in- 
dustrial plants,  not  the  local  or  county  assessor. 
The  Commission’s  assessments  include  all  prop- 
erty of  textile,  paper,  fertilizer,  oil  mills,  and 
other  manufacturing  and  industrial  plants.  This 
method  of  assessment  insures  equitable  and 
equalized  assessments  on  all  industrial  properties 
in  South  Carolina.  The  Tax  Commission  annually 
publishes  a report  which  lists  the  assessments  on 
every  industrial  plant  in  the  State.  The  Tax  Com- 
mission’s assessed  value  of  property  is  only  a 
fraction  of  its  actual  value.  In  determining  the 
assessment,  due  consideration  is  given  to  inflated 
costs  of  building  and  machinery  and  equipment 
today  as  compared  with  competitive  businesses 
established  long  ago.  Industrial  plants  have  ample 
opportunity  to  consider  their  assessments  since 
they  are  duly  notified  and  many,  thereupon,  re- 
quest reconsideration,  which  request  the  Commis- 
sion always  grants.  If  an  adjustment  is  justified, 
the  Commission  will  make  the  necessary  changes. 

Tax  levies  on  property  are  made  at  the  local 
or  county  level  and,  therefore,  levies  may  not  be 
increased  or  decreased  without  affecting  all  prop- 
erty owners,  including  home  owners,  in  the 
County  or  District  concerned.  Such  increases  may 
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be  made  only  by  a vote  of  the  people  or  by  their 
duly  elected  Representatives. 

The  entire  State  Highway  System  is  supported 
from  the  tax  on  gasoline  and  automobile  licenses. 
These  revenues  can  be  used  only  for  highway 
purposes.  The  gasoline  tax  is  pledged  to  cover 
the  retirement  of  State  Highway  Department 
bonds  and  it  provides  a continuing  revolving  fund 
for  highway  construction  and  maintenance.  It  is 
significant  that  the  maximum  amount  of  bond 
issues  allowed  by  law  could  be  retired  in  a little 
over  two  years  if  highway  construction  were 
ceased. 

South  Carolina  has  a three  percent  retail  sales 
and  use  tax,  all  of  the  revenue  from  which  is 
earmarked  for  use  for  school  purposes  only.  In- 
dustry is  favored  in  the  Sales  and  Use  Tax  law, 
which  provides  for  the  exemption  of  machinery 
used  in  processing  and  manufacturing  tangible 
personal  property,  and  that  exemption  includes 
the  parts  of  such  machines  and  the  attachments 
and  the  replacements  therefor  which  are  used  in 
the  operation  of  the  machines.  Fuel  used  to  pro- 
duce energy  used  in  manufacturing  tangible  per- 
sonal property  is  also  exempt.  New  school  build- 
ings throughout  South  Caroline  will  be  largely 
provided  for  by  the  Sales  and  Use  Tax. 

Ohio  Study 

That  many  of  the  states  are  aggressively  pro- 
claiming their  tax  and  other  advantages  for  in- 
dustry as  a boon  to  business  expansion  is  indi- 
cated by  a 1951  study  of  the  Ohio  Chamber  of 
Commerce  of  the  advertisements  available  to  it 
from  the  various  states.  The  Chamber  warned 
the  citizens  of  Ohio,  “However  effective  Ohio 
may  be  in  advertising  its  industrial  advantages, 
this  would  be  largely  offset  by  any  publicity  at- 
tending the  enactment  of  a tax  measure  or  any 
other  law  adverse  to  the  development  of  Ohio 
industry.” 

Of  the  35  states  whose  advertising  was  studied, 
it  was  found  that  26,  including  Pennsylvania, 
claimed  that  their  tax  climates  were  favorable  to 
industry.  This  was  before  the  1951  increase  in  the 
Pennsylvania  corporate  net  income  tax  rate  from 
4 to  5 percent  and  before  there  was  any  accelera- 
tion of  corporate  income  tax  payments. 

Ohio  advertising  of  favorable  taxation  was  not 
included  in  the  survey.  Among  the  other  states 


in  the  group  of  15  whose  tax  systems  are  com- 
pared in  the  report  of  the  Pennsylvania  Tax 
Study  Committee,  the  Ohio  analysis  found  that 
Connecticut,  Illinois,  Indiana,  Maryland,  Massa- 
chusetts, New  Jersey,  North  Carolina,  Pennsyl- 
vania, and  West  Virginia  were  advertising  that 
their  taxes  were  favorable  to  industry  in  com- 
parison with  the  taxes  of  other  states.  It  may 
be  that  some  of  the  other  states  were  making 
similar  claims,  since  the  Ohio  Chamber  of  Com- 
merce may  not  have  had  available  all  the  advertis- 
ing of  the  several  states. 

Pertinent  data  from  the  Ohio  study  are  pro- 
vided below. 

A Favorable  Climate  Encourages  Growth 
OHIO’S  INDUSTRY  COVETED  BY 
OTHER  STATES* 

Advantages  Claimed  In  Advertising 
oj  Other  States 


Alabama X 


Arizona  

X 

Arkansas  

X 

California 

X 

, , 

X 

. , 

Connecticut  .... 

X 

X 

X 

X 

, , 

X 

. # 

Florida  

X 

X 

X 

Georgia  

X 

. . 

X 

. . 

X 

X 

. . 

Illinois  

X 

X 

X 

, , 

. . 

X 

Indiana  

X 

X 

X 

X 

, . 

, , 

Iowa 

X 

# m 

X 

X 

X 

X 

Kansas  

X 

X 

Louisiana 

X 

X 

X 

. , 

• • 

Maine 

X 

X 

X 

X 

X 

• • 

Maryland 

X 

X 

X 

. . 

X 

. • 

Massachusetts  . . 

X 

X 

X 

X 

Michigan  

. . 

. . 

X 

X 

X 

Minnesota  

. . 

X 

X 

. . 

. . 

X 

Missouri  

X 

X 

X 

X 

. . 

X 

Mississippi 

X 

X 

Nebraska  

X 

X 

X 

New  Hampshire. 

X 

X 

. . 

New  Jersey  .... 

X 

New  York 

, . 

X 

. . 

X 

North  Carolina  . . 

X 

X 

. . 

. . 

X 

Oklahoma  

X 

X 

X 

. . 

. . 

X 

Oregon  

X 

X 

. • 

X 

Pennsylvania  . . . 

X 

. . 

X 

X 
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South  Carolina  . 

X 

X 

X X 

Tennessee  

X 

X 

• • • • 

X 

. • • t 

Texas  

X 

X 

X . . 

Utah 

X 

X . . 

Washington  .... 

X 

X . . 

X 

. . 

West  Virginia  . . 

X 

X 

X . . 

. . 

X . . 

Wisconsin  

X 

Wyoming 

X 

X 

X . . 

X .. 

* From  “Ohio’s 

Industry 

Coveted 

by 

Other 

States,”  a report  published  by  the  Ohio  Chamber 

of  Commerce,  April,  1951. 

Ohio’s  Industry  Coveted  By  Other  States* 

Industrial  managers  and  production  engineers 
throughout  Ohio  and  over  the  entire  country  are 
being  flooded  with  proposals  from  every  state 
in  the  Union,  advertising  the  advantages  of  their 
state  and  cities,  both  as  to  attractive  taxation 
policies  and  other  factors  concerning  plant  location 
and  business  growth. 

However  effective  Ohio  may  be  in  advertising 
its  industrial  advantages,  this  would  be  largely 
offset  by  any  publicity  attending  the  enactment 


of  a tax  measure  or  any  other  law  adverse  to  the 
development  of  Ohio  industry. 

Ohio  business  and  job  opportunities  should  not 
be  burdened  until  adverse  publicity,  especially 
during  the  current  aggressive  competition  between 
states  for  the  attraction  of  industry. 

The  keen  competition  between  states  for  the 
location  of  new  industries  as  well  as  for  expan- 
sion of  established  industries  is  greater  today  than 
ever  before. 

The  extent  to  which  other  states  are  competing 
with  one  another  through  national  and  direct  mail 
advertising  programs,  and  the  inducements  being 
offered,  are  described  in  the  following  excerpts.** 
ARCH  D.  SCHULTZ 
Director  of  Research 
Ohio  Chamber  of  Commerce 

April,  1951 

* From  “Ohio’s  Industry  Coveted  by  Other 
States,”  a report  published  by  the  Ohio  Chamber 
of  Commerce,  April,  1951. 

**  They  are  included  in  the  Ohio  report,  part  of 
which  is  presented  in  this  appendix. 
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APPENDIX  VIII 

THE  SPECIAL  BUSINESS  TAXES 


NEW  PROVISIONS  OF  THE  FEDERAL  CORPORATE  NET  INCOME  TAX  LAW 
CONCERNING  EXEMPTION  OF  FARM  COOPERATIVES 


The  qualifications  for  tax  exemption  remain 
the  same  after  the  1951  revision,  except  for  the 
following  additional  requirements : 

1.  Reserves  maintained  within  the  cooperative 
are  subject  to  regular  corporate  income 
taxes  paid  by  the  cooperative  unless  they  are 
allocated  to  members. 

(a)  Members  must  be  notified  of  the  amount 
allocated  to  them  as  patronage  divi- 
dends within  8z/2  months  after  close  of 
the  year.  The  member  must  then  include 
his  portion  of  the  allocated  reserves  or 
other  funds  in  his  income  reported  for 


tax  purposes. 

(b)  Returns  on  payments  of  $100  or  more, 
in  cash  or  allocated,  must  be  filed. 
Smaller  payments  must  also  be  reported 
if  requested. 

Dividends  paid  on  capital  stock  and  amounts 
paid  to  patrons  from  nonpatronage  earnings  are 
exempt  from  the  corporate  net  income  tax. 

Real  patronage  dividends,  refunds,  and  rebates 
based  on  patronage  in  the  taxable  year  or  in 
preceding  years  are  deductible  from  the  corpor- 
ate net  income  tax. 

Source:  Commerce  Clearing  House,  Inc. 
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APPENDIX  X 

STATE  AND  LOCAL  GOVERNMENT  RESPONSIBILITIES 

AND  TAXES 

GENERAL  PROPERTY  TAX  LIMITATIONS  IN  PENNSYLVANIA* 


QUESTIONS  frequently  arise  concerning  the 
nature  and  extent  of  property  tax  limita- 
tions placed  on  municipalities  and  school 
districts  in  Pennsylvania. 

An  examination  of  existing  statutes  relating  to 
local  property  taxation  reveals  a complex  pattern 
of  limitations,  supplemented  by  numerous  specific 
tax  rate  authorizations.  No  millage  limitations 
whatsoever  appear  to  be  in  effect  for  the  cities  of 
Philadelphia,  Pittsburgh,  and  Scranton.  For  the 
remaining  political  subdivisions  in  the  State — 
third  class  cities,  boroughs,  townships,  counties, 
institution  districts,  and  school  districts — the  pro- 
visions vary  widely. 

While  this  memorandum  is  chiefly  concerned 
with  tax  limitations,  it  obviously  must  also  cover 
the  numerous  specific  additional  levies  authorized 
by  law  for  enumerated  purposes.  The  latter  cover 
such  items  as  debt  service,  libraries,  parks,  high- 
ways, sewers,  lights,  bridges,  shade  trees,  water 
hydrants,  municipal  employe  pensions,  firehouses, 

* A memorandum  prepared  by  Robert  Hibbard, 
Research  Associate,  Pennsylvania  State  Chamber 
of  Commerce. 


NOTE:  This  memorandum  was  originally  pre- 
pared on  January  5,  1949  and  has  been  revised 
to  incorporate  amendments  made  by  the  1949  and 
1951  General  Assemblies. 


etc.  In  the  case  of  levies  for  these  items,  local 
officials  do  not  always  have  final  authority.  In 
some  instances,  as  indicated  below,  court  author- 
ization is  necessary.  In  other  instances,  approval 
by  the  voters  is  required.  It  should  be  pointed 
out  that  some  of  the  special  authorizations  for 
tax  levies  may  not  serve  any  practical  purpose 
at  the  present  time.  An  example  is  the  authoriza- 
tion for  county  taxes  to  finance  the  leasing  of 
toll  bridges. 

In  connection  with  tax  limitations,  reference 
also  should  be  made  to  the  “graded  tax  plan"  now 
in  effect  in  second  class  and  second  class  A cities 
and,  as  a result  of  1951  legislation,  now  author- 
ized for  third  class  cities.  In  Pittsburgh  and 
Scranton,  the  real  property  tax  rate  on  buildings 
is  one-half  of  the  rate  on  land.  Under  P.L.  662 
of  1951,  third  class  cities  may,  by  ordinance,  levy 
separate  and  different  rates  of  taxation  on  real 
estate  classified  as  land  and  real  estate  classified 
as  buildings. 

Bloomsburg,  the  only  incorporated  “town”  in 
the  State,  has  a unique  tax  system,  established  by 
early  legislation,  involving  an  automatic  limita- 
tion feature.  Farm  lands  within  the  town  are  to 
be  taxed  at  a rate  equal  to  one-half,  and  suburban 
property  at  a rate  equal  to  two-thirds,  of  the  tax 
rate  assessed  against  the  town’s  built-up  area,  the 
maximum  for  which  is  15  mills. 

Before  taking  up  each  political  subdivision 
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separately,  it  is  interesting  to  note  the  cumulative 
effect  of  all  existing  property  tax  rate  authoriza- 
tions on  a single  piece  of  property.  One  example 
is  given  below,  representing  all  specifically  author- 
ized levies  on  property  located  in  a borough  and 
a fourth  class  school  district,  except  levies  for 
those  purposes  (such  as  debt)  for  which  no  mill- 
age  limit  has  been  established.  Including  the  vari- 
ous levies  for  borough  purposes,  and  those  per- 
missible for  the  coterminous  school  district  and 
for  the  county  and  institution  district  in  which 
the  borough  is  located,  the  overall  rate  could  total 
136.5  mills  (approximately  14  cents)  on  the  dol- 
lar. It  should  be  pointed  out  this  amount  does  not 
include  four  levies  (totaling  5.1  mills)  for  which 
the  law  has  not  stated  explicitly  whether  they  are 
to  be  imposed  within  the  millage  allowed  for 
general  purposes,  or  whether  they  are  to  be  con- 
sidered as  authorizations  for  additional  levies. 

SPECIFIC  TAX  MILLAGE  AUTHORIZA- 
TIONS ON  PROPERTY  LOCATED  IN 
A PENNSYLVANIA  BOROUGH  WHICH 
IS  COTERMINOUS  WITH  A FOURTH 
CLASS  SCHOOL  DISTRICT 


General 

Purposes 

Other 

Total 

Borough  

20 

28.5 

48.5 

County  

10 

8 

18 

Institution  District  .... 

10 

. . • 

10 

4th  Class  School  District 

60* 

60* 

Total  

100 

36.5 

136.5 

* Includes  10  mills  which  are  authorized  for 
“financially  handicapped”  school  districts. 


Presented  on  the  following  pages,  for  each  type 
of  political  subdivision  in  Pennsylvania,  are  the 
property  tax  limitations  and  special  authorizations 
established  by  existing  state  law. 

1 Property  tax  rate  on  buildings  is  to  be  one- 
half  of  the  rate  on  land. 

2 P.L.  662  of  1951  (Section  2531-4)  provides 
that  the  council  of  any  city  may,  by  ordinance, 
levy  separate  and  different  rates  of  taxation  on 
real  estate  classified  as  land  and  on  real  estate 
classified  as  buildings. 

NOTE:  References  enclosed  in  parentheses 
refer  to  “Purdon’s  Pennsylvania  Statutes  Anno- 
tated.” 


EXISTING  PROPERTY  TAX  LIMITA- 
TIONS AND  RELATED  SPECIAL 
AUTHORIZATIONS  IN 
PENNSYLVANIA 

FIRST  CLASS  CITIES  (Philadelphia) 

No  limitations.  (53  PS  3273) 

SECOND  CLASS  CITIES1  (Pittsburgh) 

No  limitations.  (53  PS  10032) 

SECOND  CLASS  A CITIES 1 (Scranton) 

No  limitations.  The  Act  of  1927,  P.L.  18, 
amending  P.L.  275  of  1895,  states  that,  until 
otherwise  provided  by  law,  cities  of  the  second 
class  A are  to  be  governed  and  to  have  all  the 
powers,  privileges,  and  prerogatives  now  provided 
by  the  laws  of  the  Commonwealth  relating  to  cities 
of  the  second  class. 

THIRD  CLASS  CITIES  2 
Under  laws  relating  to  third  class  cities,  city 
councils  are  specifically  authorized  to  levy  a total 
of  27-1  /10th  mills,  excluding  the  amount  needed 
for  debt  service  for  which  no  maximum  has  been 
established. 

Third  class  cities  also  may  impose  a two-mill 
tax  for  recreation  places  but  it  has  not  been  estab- 
lished definitely  whether  this  is  a special  tax  in 
addition  to  all  others,  or  whether  it  is  to  be  im- 
posed within  the  millage  allowed  for  general  pur- 
poses. 

General  Purposes 

(a)  15  mills.  (53  PS  12198-2531) 

Debt  Service 

(a)  No  maximum  established  for  payment 
of  interest  on  bonded  indebtedness  and 
for  sinking  fund  requirements.  (53  PS 
12198-2531) 

Parks,  Playgrounds,  Etc. 

(a)  2 mills  for  maintaining  and  operating 
recreation  places.  (53  PS  12198-3709)** 

(b)  1/10  of  1 mill  for  care  of  shade  trees. 
(53  PS  12198-3809) 

Libraries 

(a)  2 mills  for  maintaining  a free  public  non- 

**  Designates  those  cases  in  which  the  law  does 
not  state  specifically  whether  the  tax  is  to  be  im- 
posed within  the  millage  allowed  for  general  pur- 
poses or  whether  it  is  to  be  considered  as  author- 
ization for  an  additional  levy. 
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sectarian  library.  Question  of  establish- 
ment and/or  maintenance  of  libraries 
may  be  submitted  to  the  electors.  In 
such  cases,  the  question  of  an  annual  tax 
not  exceeding  two  mills  also  shall  be 
submitted.  However,  appropriations 
made  for  library  purposes  are  not  neces- 
sarily restricted  to  those  made  from 
special  levies.  (53  PS  1703;  1704) 

Other 

(a)  City  council  may  levy  an  annual  tax  not 
exceeding  10  mills  for  support  of  a 
bureau  to  administer  charity  and  relief 
to  the  poor.  (53  PS  12198-4501 ; 4502) 

BOROUGHS 

The  State  Legislature  has  given  borough  coun- 
cils the  authority  to  levy  property  taxes  totaling 
48.5  mills  for  a variety  of  purposes,  excluding 
the  millage  needed  to  meet  debt  service  charges. 
Of  these  levies,  court  approval  is  necessary  for 
five  mills,  while  approval  of  the  voters  must  be 
had  for  13  mills. 

Authorizations  for  two  levies — one  with  no 
millage  specified  for  maintaining  and  operating 
recreation  places,  and  another  allowing  one-tenth 
of  one  mill  for  care  of  shade  trees — have  not  been 
included  in  the  above  total.  It  is  not  clear  from 
the  law  whether  these  two  taxes  are  to  be  con- 
sidered additional  levies  or  whether  they  are  to  be 
imposed  within  the  millage  allowed  for  general 
purposes. 

General  Purposes 

(a)  15  mills.  (53  PS  13391) 

(b)  5 additional  mills  on  approval  of  the 
Court  of  Quarter  Sessions.  (53  PS 
13391) 

Debt  Service 

(a)  No  maximum  millage  established  to  pay 
interest  and  sinking  fund  charges  on 
indebtedness.  (53  PS  13391) 

(b)  If  it  be  shown  to  the  Court  of  Quarter 
Sessions  that  the  borough  authorities 
neglected  to  levy  a sufficient  tax  to  pay 
the  debts  due  by  the  borough,  the  Court 
may  direct  the  borough  officials  to  col- 
lect, by  special  taxation,  an  amount 
sufficient  to  pay  the  same,  in  one  or 
more  annual  installments.  (53  PS 
13392) 


Parks,  Playgrounds , Etc. 

(a)  No  maximum  millage  established  for 
maintaining  and  operating  recreation 
places.3  (53  PS  14924)** 

(b)  1/10  of  1 mill  for  care  of  shade  trees. 
(53  PS  14949)** 

Libraries 

(a)  2 mills  for  maintaining  a free  public 
non-sectarian  library.  Question  of  estab- 
lishment and/or  maintenance  of  libraries 
may  be  submitted  to  electors.  In  such 
cases  the  question  of  an  annual  tax  not 
exceeding  two  mills  also  shall  be  sub- 
mitted. However,  appropriations  made 
for  library  purposes  are  not  necessarily 
restricted  to  those  made  from  special 
levies.  (53  PS  1703;  1704) 

Other 

(a)  2 mills,  on  approval  of  voters,  for  build- 
ing firehouses,  lockups,  and  municipal 
buildings.  (53  PS  15641  ; 15642;  15643) 

(b)  3 mills,  on  approval  of  voters,  for  fire 
engines,  apparatus  and  hose,  and  for 
purchase  of  land  to  erect  a firehouse  or 
for  the  erection  and  maintenance  of  fire- 
houses. (53  PS  15611;  15612) 

(c)  8 mills,  on  approval  of  the  voters,  for  the 
purchase,  erection,  contracting  for,  and 
maintaining  fire  hydrants,  electric  lamps, 
and  hose  for  fire  companies,  etc.,  as  may 
be  required  for  street  lighting,  cleaning, 
and  fire  fighting.  (53  PS  15591  ; 15592; 
15593) 

("d)  8 mills  for  lighting  streets,  highways, 
and  public  places.  (53  PS  15661  ; 15662) 

(e)  5 mills  for  creating  and  maintaining  a 
special  fund  for  making  permanent 
street  improvements  prior  to  collection 
of  assessments  against  abutting  prop- 
erties. (53  PS  13981) 

(f)  mill  to  provide  for  pensions,  retire- 

3 Section  2703  of  the  Borough  Code  (P.L.  1621 
of  1947,  as  amended)  provides  that  boroughs  may 
not  within  any  three-year  period  appropriate  or 
spend  for  the  purchase  or  lease  of  recreation 
places  an  amount  which  is  greater  than  1 l/2  mills 
times  the  assessed  valuation  of  property  and  occu- 
pations without  consent  of  the  electors. 

**  Supra. 
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ment,  or  the  purchase  of  annuity  con- 
tracts for  municipal  employes.  (53  PS 
13391.1) 

FIRST  CLASS  TOWNSHIPS 

First  class  townships  may  levy  a total  of  27.6 
mills,  excluding  the  millage  needed  for  debt  serv- 
ice and  two  special  levies  where  no  specific  mill- 
age  has  been  set.  Approval  of  the  court  is  neces- 
sary for  three  of  the  27.6  mills. 

General  Purposes 

(a)  12  mills.  (53  PS  19092-1709) 

(b)  An  additional  3 mills  by  order  of  the 
Court  of  Quarter  Sessions,  on  petition 
of  a majority  of  commissioners,  unless 
objected  to  by  owners  of  50%  of  assessed 
value  of  properties.  (53  PS  19092-1709) 

Debt  Service 

(a)  No  maximum  millage  established  to  pay 
interest  on  indebtedness  and  sinking 
fund  charges.  (53  PS  19092-1709) 

(b)  The  Court  of  Quarter  Sessions  may 
order  the  township  commissioners  to 
levy  an  additional  tax  sufficient  to  pay 
any  debts  that  exceed  the  amount  which 
the  township  may  collect  in  any  one  year 
by  taxation.  If  the  amount  of  such  in- 
debtedness is  so  large  as  to  render  it 
inadvisable  to  collect  the  same  in  any 
one  year,  the  Court  may  direct  that  this 
amount  be  levied  and  collected  by  annual 
installments.  (53  PS  19092-1711) 

Parks,  Playgrounds,  Etc. 

(a)  2 mills  for  maintaining  and  operating 
recreation  places.4  (53  PS  19092-3012) 

(b)  1/10  of  1 mill  for  care  of  shade  trees. 
(53  PS  19092-1709) 

Libraries 

(a)  2 mills  for  maintaining  a free  public  non- 
sectarian library.  Question  of  establish- 
ment and/or  maintenance  of  libraries 
may  be  submitted  to  the  electors.  In  such 
cases  the  question  of  an  annual  tax  not 

4 Section  3002  of  the  First  Class  Township 
Code  (P.L.  1206  of  1931)  provides  that  first  class 
townships  may  not  raise  by  taxation  annually  for 
purchase  and  lease  of  recreation  places  an  amount 
which  is  greater  than  one-half  mill  times  the 
assessed  valuation  of  property  and  occupation 
without  the  consent  of  the  electors. 


exceeding  two  mills  also  shall  be  sub- 
mitted. However,  appropriations  made 
for  library  purposes  are  not  necessarily 
restricted  to  those  made  from  special 
levies.  (53  PS  1703;  1704) 

Other 

(a)  An  annual  tax  so  long  as  necessary,  for 
a town  house.  (53  PS  19092-1709) 

(b)  A maximum  tax  of  1 mill  for  building 
and  maintaining  suitable  places  for  the 
housing  of  fire  apparatus  and  for  pur- 
chasing and  maintaining  fire  apparatus. 
(53  PS  19092-1709) 

(c)  A special  water  or  fire  tax  against  prop- 
erties in  water  or  fire  districts.  In  the 
case  of  fire  districts,  tax  may  not  exceed 
2 mills.  (53  PS  19092-1502  CL  XV) 

(d)  5 mills  to  create  and  maintain  a re- 
volving fund  to  be  used  for  permanent 
streets,  sidewalk,  or  sewer  improvements 
prior  to  the  collection  of  the  cost  and  ex- 
pense thereof  from  property  adjoining 
or  abutting  thereon.  (53  PS  19092-2601) 

(e)  A maximum  tax  of  Yz  mill  for  pensions 
of  township  employes.  (53  PS  19092- 
1709) 

SECOND  CLASS  TOWNSHIPS 

Excluding  two  special  taxes  where  no  specific 
millage  has  been  set,  the  supervisors  of  second 
class  townships  may  levy  a total  of  36  mills.  Of 
this  total,  approval  of  the  court  must  be  had  for 
five  mills,  while  permission  of  the  voters  is  neces- 
sary for  two  mills. 

General  Purposes 

(a)  9 mills  for  road,  bridge,  and  general 
township  purposes.  (53  PS  19093-905) 

(b)  5 additional  mills,  on  approval  of  the 
Court  of  Quarter  Sessions,  for  both  gen- 
eral purposes  and  debt  service.  (53  PS 
19093-905) 

Debt  Service 

(a)  2 mills  (53  PS  19093-905) 

(b)  The  Court  of  Quarter  Sessions  may 
order  the  township  supervisors  to  levy 
an  additional  tax  sufficient  to  pay  any 
debts  that  exceed  the  amount  which  the 
township  may  collect  in  any  one  year  by 
taxation.  If  the  amount  of  such  indebted- 
ness is  so  large  as  to  render  it  inadvis- 
able to  collect  the  same  in  any  one  year, 
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the  Court  may  direct  that  this  amount  be 
levied  and  collected  by  annual  install- 
ments. (53  PS  19093-907) 

Parks,  Playgrounds,  Etc. 

(a)  2 mills  for  maintaining  and  operating 
parks,  playgrounds,  play  fields,  etc.  (53 
PS  19093-905) 

Libraries 

(a)  2 mills  for  maintaining  a free  public 
non-sectarian  library.  Question  of  estab- 
lishment and/or  maintenance  of  libraries 
may  be  submitted  to  the  electors.  In  such 
cases,  the  question  of  an  annual  tax  not 
exceeding  two  mills  also  shall  be  sub- 
mitted. However,  appropriations  made 
for  library  purposes  are  not  necessarily 
restricted  to  those  made  from  special 
levies.  (53  PS  1703;  1704) 

Other 

(a)  An  annual  tax  so  long  as  necessary,  not 
exceeding  50%  of  the  rate  for  township 
purposes  for  a town  house.  (53  PS 
19093-905) 

(b)  A tax  not  exceeding  2 mills  to  establish 
and  maintain  fire  hydrants  and  water 
service  with  assent  of  two-thirds  of  the 
electors.  (53  PS  19093-905) 

(c)  2 mills  to  purchase  and  maintain  fire 
apparatus ; and,  with  the  assent  of  the 
electors,  a suitable  place  for  housing 
such  equipment.  Subsequent  purchases 
of  new  fire  apparatus  require  consent  of 
electors.  (53  PS  19093-905) 

(d)  5 mills  for  lighting  streets  and  highways 
on  petition  of  majority  of  real  estate 
owners.  (53  PS  19093-905) 

(e)  An  annual  tax  on  the  petition  of  the 
property  owners  of  a majority  of  the 
lineal  feet  frontage  along  any  highway, 
street,  road,  etc.,  in  any  village  within 
the  township,  for  fire  protection  (i.e., 
establishing  and  maintaining  fire  hy- 
drants and  a water  system).  (53  PS 
19093-702  CL  III) 

(f)  5 mills  for  a revolving  fund  to  make 
permanent  street,  sidewalk,  water  sup- 
ply, and  sewer  improvements  prior  to 
collection  of  assessments  against  abutting 
properties.  (53  PS  19093-910) 

(g)  2 mills  to  create  a special  road  ma- 


chinery fund  to  be  used  exclusively  for 
the  purchase  of  road  machinery.  (53  PS 
19093-912) 

COUNTIES 

Counties  have  been  specifically  authorized  to 
levy  property  taxes  totaling  18  mills,  excluding 
five  where  no  maximum  millage  has  been  set.  Of 
the  taxes  which  counties  may  impose,  court  ap- 
proval is  needed  for  the  imposition  of  the  levy  to 
construct  public  bridges  while  the  consent  of  the 
electors  is  necessary  for  the  special  tax  to  meet 
expenses  of  a women’s  hospital  for  nervous 
diseases. 

In  addition  to  the  above,  five  levies  are  author- 
ized for  which  it  has  not  been  possible  to  deter- 
mine from  the  law  whether  they  fall  •within  the 
millage  allowed  for  general  purposes  or  whether 
they  are  to  be  considered  as  authorizations  for 
additional  levies.  This  group  of  taxes  totals  5 
mills,  excluding  two  levies  for  which  the  millage 
has  not  been  given. 

General  Purposes 

(a)  10  mills.  (16  PS  371) 

Debt  Sendee 

(a)  No  maximum  established  for  the  pay- 
ment of  interest  and  principal  of  funded 
indebtedness.5  (16  PS  371) 

Parks,  Playgrounds,  Etc. 

(a)  2 mills  for  operating  and  maintaining 
parks,  playgrounds,  fair  grounds,  gym- 
nasiums, etc.  (16  PS  656)** 

(b)  1 mill  for  establishing,  extending,  en- 
larging, equipping,  and  maintaining 
parks,  playgrounds,  etc.  (16  PS  670)** 

Libraries 

(a)  2 mills  for  maintaining  a free  public 
non-sectarian  library.  Question  of  estab- 
lishment and/or  maintenance  of  libraries 
may  be  submitted  to  the  electors.  In  such 
cases,  the  question  of  an  annual  tax  not 
exceeding  two  mills  also  shall  be  sub- 

5 In  addition  to  this  overall  authorization  for 
debt  service,  laws  relating  to  counties  provide  for 
special  taxes  to  meet  debt  service  requirements 
for  specific  purposes,  such  as : the  indebtedness  of 
the  former  County  Poor  Districts,  workhouse 
bonds,  schools  for  children  under  Juvenile  Court, 
canals  and  waterways,  etc. 

**  Supra. 
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mitted.  However,  appropriations  made 
for  library  purposes  are  not  necessarily 
limited  to  those  made  from  special  levies. 
(53  PS  1703;  1704) 

Other 

(a)  2 mills  for  constructing  and  maintaining 
and  operating  county  sewers  and  dis- 
posal plants  where  the  court  has  ap- 
proved such  projects.**  (16  PS  1011) 

(b)  A special  tax  for  annual  expenses  of  a 
county  hospital  for  tuberculosis  where 
one  is  established.  (16  PS  622,  631) 

(c)  A special  tax  for  annual  expenses  of  a 
county  hospital  for  treatment  of  women 
afflicted  with  nervous  diseases,  if  the 
voters  approve  the  establishment  of  such 
a hospital.  (16  PS  3841 ; 3849) 

(d)  2 mills  for  county  roads  and  bridges. 
(16  PS  875) 

(e)  2 mills  for  a system  of  main  thorough- 
fares adopted  and  constructed  by  the 
county  and  becoming  borough  and  town- 
ship roads.  (16  PS  891;  892  ; 895) 

(f)  2 mills  for  county  highways,  bridges,  or 
underground  roads  purchased  or  con- 
structed by  the  county.  (16  PS  904) 

(g)  A special  tax  to  construct  and  maintain 
public  bridges,  if  the  bridge  project  is 
approved  by  the  grand  jury  and  the 
Court  of  Quarter  Sessions.  (16  PS  771  ; 
778) 

(h)  A special  tax  to  build,  rebuild,  and  re- 
pair county  bridges.  Court  action  may  be 
necessary  in  some  instances.  (16  PS 
737) 

6 P.L.  140  of  1905  relating  only  to  Allegheny 
County  authorizes  the  Commissioner  of  that 
county  to  levy  a tax  sufficient  to  cover  the  cost 
and  expense  of  constructing  and  maintaining  a 
memorial  hall. 

7 Vocational  school  districts  also  are  authorized 
to  levy  taxes,  but  the  extent  to  which  taxes  may 
be  imposed  is  not  clear  from  the  law — P.L.  30, 
of  1949,  as  amended. 

8 Although  this  section  applies  to  1st  class  dis- 
tricts, P.L.  1332  of  1949  states  that  School  Dis- 
tricts of  the  1st  Class  A shall  have  all  the  powers, 
privileges,  etc.,  now  provided  for  1st  class  districts. 

**  Supra. 


(i)  A tax  for  leasing  of  toll  bridges.  (16  PS 
841;  845)** 

(j)  County  commissioners  may  levy  a tax 
to  provide  funds  to  pay  for  the  construc- 
tion, equipment,  furnishing,  and  decorat- 
ing of  a memorial  hall.6  (16  PS  602)** 

COUNTY  INSTITUTION  DISTRICTS 
General  Purposes 

(a)  10  mills.  (62  PS  2257) 

Debt  Service 

(a)  Annual  special  taxes  as  may  be  needed 
to  pay  interest  and  sinking  fund  charges. 
(62  PS  2257) 

FIRST  CLASS  SCHOOL  DISTRICTS 7 
General  Educational  Purposes 

(a)  liy4  mills.  (24  PS  6-652) 

(b)  In  addition  to  millage  authorization 
above,  the  Board  of  Public  Education 
in  First  Class  School  Districts  shall  levy 
annually  a tax  of  not  less  than  1 mill  or 
more  than  1)4  mills.  (24  PS  583.1) 

Debt  Service 

(a)  8)4  mills  may  be  imposed  by  a school 
district  of  the  first  class  assuming  the 
bonded  indebtedness  of  any  former 
school  district  within  its  limits.  Such 
tax  is  to  be  restricted  to  the  taxable 
property  of  the  former  school  district 
and  may  remain  in  effect  until  such  as- 
sumed bonded  indebtedness  has  been 
paid.  (24  PS  6-653) 

Parks,  Playgrounds,  Etc. 

(a)  2 mills  for  maintaining  and  operating 
parks,  playgrounds,  gymnasiums,  etc.,  in 
conjunction  with  cities,  boroughs,  town- 
ships, or  counties.  (25  PS  7-706)** 

FIRST  CLASS  A SCHOOL  DISTRICTS 7 
General  Educational  Purposes 
(a)  U3/4  mills.  (24  PS  6-652) 

Debt  Service 

(a)  8)4  mills  may  be  imposed  by  a school 
district  of  the  first  class  A assuming  the 
bonded  indebtedness  of  any  former 
school  district  within  its  limits.  Such  tax 
is  to  be  restricted  to  the  taxable  property 
of  the  former  school  district  and  may 
remain  in  effect  until  such  assumed 
bonded  indebtedness  has  been  paid.8  (24 
PS  6-653) 
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Parks,  Playgrounds,  Etc. 

(a)  2 mills  for  maintaining  and  operating 
parks,  playgrounds,  gymnasiums,  etc.,  in 
conjunction  with  cities,  boroughs,  town- 
ships, or  counties.  (24  PS  7-706)** 
SECOND,  THIRD,  AND  FOURTH  CLASS 
SCHOOL  DISTRICTS  7 
General  Educational  Purposes 

(a)  Second  Class  Districts — 20  mills.  (24 
PS  6-672) 

(b)  Third  Class  Districts — 25  mills.  (24  PS 
6-672) 

(c)  Fourth  Class  Districts — 25  mills.  (24 
PS  6-672) 

(d)  In  order  to  pay  the  minimum  salaries 
and  increments  of  the  teaching  and 
supervisory  staff  and  the  rentals  due  the 
State  Public  School  Building  Authority, 
or  a municipality  authority,  these  dis- 
tricts may  increase  the  annual  school 
tax  levy  beyond  the  inillage  fixed  or 
limited  by  law,  provided  that  in  districts 
capped  districts  excepted),  the  total  levy 
of  the  fourth  class  (financially  handi- 
for  all  purposes  may  not  exceed  50  mills. 
Of  this  50  mills,  5 may  be  levied  only 
with  approval  of  the  Superintendent  of 


Public  Instruction.  (24  PS  6-672) 

(e)  Financially  handicapped  school  districts 
are  permitted  to  levy  an  additional  10 
mills  under  certain  conditions.  (24  PS 
6-672) 

Debt  Service 

(a)  Additional  levy  for  debt  service  may  be 
ordered  by  court  in  cases  where  parti- 
tion of  school  district  results  in  insuffi- 
cient tax  revenues  for  this  purpose.  (24 
PS  2-232.  This  provision,  originally 
adopted  in  1931,  apparently  would  also 
apply  to  first  class  school  districts.) 
Parks,  Playgrounds,  Etc. 

(a)  2 mills  for  maintaining  and  operating 
parks,  playgrounds,  gymnasiums,  etc.,  in 
connection  with  cities,  boroughs,  town- 
ships, or  counties.  (24  PS  7-706)** 
Libraries 

(a)  Second  class  school  districts  may  levy 
a special  library  tax  not  exceeding  1 mill, 
to  assist  in  maintenance  of  a free  public 
non-sectarian  library  established  and 
maintained  by  the  municipality  in  which 
the  district  is  located.  (24  PS  23-2315) 

**  Supra. 
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APPENDIX  XI 


SOME  POSSIBLE  NEW  STATE  TAX  SOURCES 

RACING  TAXES 


Data  from  a Staff  Report 

In  1906,  to  meet  criticisms  of  those  who  ob- 
jected to  legalized  horse  racing,  the  Kentucky 
General  Assembly  created  the  first  state  com- 
mission to  control  racing.  The  substance  of  the 
control  plan  spread  rapidly  and  twenty-four 
states  adopted  commissions  centered  around  this 
innovation  for  the  purpose  of  administrative 
control. 

With  the  advent  of  the  depression  of  the  thirties, 
the  need  for  additional  revenue  sources  brought 
the  realization  that  racing  could  be  made  the 
source  of  considerable  revenue.  As  a result,  more 
than  one-fourth  of  the  states  enacted  some  form 
of  racing  tax  laws,  while  eighteen  more  con- 
sidered such  legislation  but  made  no  final  de- 
cision. By  1939,  fourteen  states  derived  $10,229,- 
000  in  annual  revenue  from  racing.  By  1944, 
eighteen  states  garnered  $56,686,000  in  annual 
revenue  from  this  source,  while  in  1952,  the 
revenue  total  for  twenty-three  states  reached 
$136,947,000.  Since  the  revival  in  racing  only 
two  states  have  repealed  the  law  permitting 
wagering  on  racing,  namely,  Nebraska  and  Texas. 

There  are  no  state-owned  race  tracks.  As  far 
as  could  be  determined  by  this  study,  little  con- 
sideration has  been  given  to  the  fiscal  monopoly 
as  a revenue  producing  measure.  Under  the  pres- 
ent system  of  private  ownership,  a tight  super- 
vision and  control  is  maintained  over  all  aspects 
of  administration  and  collection.  There  is  usually 
a balance,  however,  between  the  freedom  of  opera- 


tion and  the  control  necessary  to  protect  the 
public  interest.  Intelligent  cooperation  between 
the  various  state  governments  on  the  one  hand, 
and  the  racing  interests  on  the  other,  tend  toward 
a continuing  influence  for  improvement  and  sta- 
bility in  the  sport. 

States  vary  as  to  the  types  and  kinds  of  taxes 
imposed  on  racing.  These  take  the  form  of  the 
pari-mutuel  tax,  which  comprises  either  a per- 
centage of  the  gross  amount  wagered  or  a per- 
centage of  the  take,  a tax  on  admissions,  the 
“breaks”  on  a percentage  thereof,  or  a percentage 
of  or  the  entire  amount  of  money  representing 
the  unclaimed  pari-mutuel  tickets. 

METHODS  OF  TAXATION 

Pari-Mutuel  Tax 

The  most  common  and  the  most  lucrative 
method  of  taxing  racing  is  a percentage  of  the 
gross  amount  bet  or  as  it  is  more  commonly 
called,  the  pari-mutuel  tax.  The  pari-mutuel  sys- 
tem of  wagering  divides  among  the  holders  of 
winning  tickets  all  the  money  wagered  less  a cer- 
tain deduction  by  the  track.  Thus,  if  $50,000 
wrere  bet  on  various  horses  in  any  given  race,  and 
10  percent  was  the  allowable  track  deduction,  90 
percent  or  $45,000  would  be  divided  among  the 
winning  ticket  holders.  Totalisators,  complicated 
pari-mutuel  machines,  calculate  this  division  al- 
most instantly,  recording  the  amount  wagered  on 
each  horse  in  the  "win,”  “place,”  and  “show” 
pools,  at  the  same  time  accumulating  the  totals 
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for  each  pool  so  the  odds  can  be  instantaneously 
computed. 

The  percentage  of  “take”  or  allowable  deduc- 
tion is  a fixed  percentage  and  is  established  either 
by  statute  or  by  the  state  racing  commission.  This 
figure  is  set  at  a level  deemed  sufficient  to  cover 
the  expenses  of  track  operation  and  to  guarantee 
a fair  return  on  investment,  including  the  amount 
necessary  to  provide  for  state  taxes. 

The  pari-mutuel  system  was  first  employed  in 
France  about  1865  and  was  introduced  in  the 
United  States  in  1870.  Since  its  inception,  twenty- 
five  states  have  legalized  the  system.  Prior  to  1929 
only  five  had  legalized  this  form  of  wagering.  By 
1933,  twelve  other  states  had  taken  similar  action. 
The  remaining  eight  joined  the  trend  in  1934  or 
soon  thereafter. 

There  are  several  ways  by  which  the  pari- 
mutuel tax  may  be  imposed.  The  most  common 
form  in  use  today  is  to  set  a fixed  rate  on  the 
total  amount  wagered  at  any  track.  Thus,  if  the 
state  had  a tax  of  5 percent  on  total  money 
wagered,  and  the  legal  “take-out”  were  10  per- 
cent, the  track  would  receive  5 percent  and  the 
state  5 percent.  Of  the  selected  states  studied,  five 
have  this  type,  ranging  from  2%  to  10%.  Four  of 
the  states  have  a graduated  pari-mutuel  tax,  with 
increased  rates  as  the  total  volume  of  betting  in- 
creases. Thus,  the  percentage  allowed  the  track 
usually  decreases  as  the  states’  percentage  in- 
creases. The  amount  deducted  from  the  cus- 
tomers, the  “take-out,”  usually  remains  the  same. 

The  second  method  employed  is  quite  similar 
to  the  first  method.  The  difference  consists  of  the 
state  receiving  a certain  percentage  of  the  “take- 
out,” or  amount  retained,  rather  than  a percentage 
of  total  betting.  Ohio  imposes  such  a tax.  The 
Ohio  tax,  however,  provides  for  a rate  schedule 
which  increases  as  the  amount  of  the  “take-out” 
increases.  The  base  of  the  tax  is  the  amount  of  the 
“take-out”  plus  breakage.  The  rate  is  10%  of  the 
first  $1,000,  15%  of  the  next  $4,000,  20%  of  the 
next  $5,000,  22j4%  of  the  next  $5,000,  25%  of 
the  next  $5,000,  and  30%  of  all  over  $20,000  re- 
tained each  day  as  commissions. 

The  second  type  of  revenue  derived  from  the 
pari-mutuel  system  is  known  as  breakage.  Break- 
age may  be  defined  as  the  odd  cents  of  a certain 
multiple  (generally  5 or  10  cents)  which  result 
when  final  track  odds  are  figured  by  the  pari- 


mutuel calculators.  If  the  final  track  odds  amount 
to  $4.37  for  a winning  ticket,  the  breakage  is 
allowed  for  that  amount  over  any  multiple  of  10 
cents.  The  ticket  holder  is  paid  $4.30;  while  the 
seven  cents  is  either  retained  by  the  track  or 
shared  between  track  and  state.  Thus,  if  break- 
age is  based  on  10  cents,  it  is  equivalent  to  about 
1.4  percent  of  the  total  wagered.  When  it  is  cal- 
culated on  a nickel,  it  generally  amounts  to  j/2  of 
1%  of  total  bets.  Of  the  selected  states  studied, 
three  have  breakage  based  on  5 cents  while  the 
remaining  seven  base  breakage  on  10  cents.  New 
York  State  retains  60%  with  the  track  receiving 
40%.  In  Delaware  the  track  receives  the  entire 
amount.  California  and  New  Jersey  retain  the 
full  amount  for  the  state  while  the  remaining 
states  divide  the  breakage  evenly  between  the 
track  and  the  state. 

The  final  source  of  revenue  derived  from  the 
pari-mutuel  system  is  uncashed  tickets,  but  be- 
cause of  the  small  amount  of  money  involved 
most  states  ignore  it,  thus  allowing  the  tracks  to 
retain  such  proceeds.  Of  the  selected  states 
studied,  Illinois  has  made  it  mandatory  for  such 
proceeds  to  go  to  the  Veteran’s  Rehabilitation 
Fund.  A modern  veteran’s  hospital  has  been 
erected  in  Cook  County  with  the  funds  thus  ob- 
tained. In  West  Virginia  the  proceeds  from  un- 
cashed pari-mutuel  tickets  revert  to  the  state 
after  five  years;  and  in  New  York  and  New 
Jersey  the  funds  revert  to  the  state  after  90 
days  and  60  days,  respectively. 

Admissions  Taxes 

The  second  method  of  taxing  horse  racing  is 
the  use  of  the  admissions  tax.  In  some  states,  it 
is  only  part  of  a general  admission  tax,  in  others 
it  constitutes  a special  tax  on  racing.  Of  the 
selected  states  studied  New  York  and  North 
Carolina  levy  a percent  of  the  admission  price, 
15  percent  and  10  percent,  respectively.  Illinois 
adds  20  cents,  which  may  be  included  in  the  price 
of  the  ticket. 

License  Fees 

License  fees  are  imposed  on  race  tracks  as  well 
as  on  other  types  of  business  enterprise.  The 
license  fees  vary  considerably  in  application.  The 
most  common  type  imposes  on  each  track  a speci- 
fied sum  per  racing  day.  The  fee  usually  depends 
upon  the  size  of  the  track,  the  location  of  the 
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track,  or  the  size  of  the  attendance.  The  small 
revenues  usually  received  by  the  states  indicate 
that  the  license  tax  is  generally  imposed  primarily 
for  regulatory  rather  than  revenue  purposes.  New 
York  is  a good  example  of  this.  Necessity  of  regu- 
lation motivates  a large  category  of  miscellaneous 
fees  imposed  on  jockeys,  owners,  helpers,  and 
other  track  employes.  In  addition,  Ohio  requires 
a bond  which  is  refunded  upon  proper  payment 
of  the  pari-mutuel  taxes. 

Reimbursements 

A study  of  the  New  York  license  tax  system 
shows  two  types  of  taxation,  namely,  reimburse- 
ments for  commission  services  and  occupational 
licensing.  The  following  tables  reveal  the  various 
factors  inherent  to  both  types : 

License  fees  from  racing  associations  at 

$25  per  day  for  197  racing  days $ 4,925 

Track  supervisory  fees,  at  the  rate  of 
$350  for  196  days  and  one  day  at 

$35  68,635 

Services  rendered  by  Commission  Lab- 
oratory   22,160 


Total  $95,720 

Occupational  License  Fees 


Type 

Licenses 

Issued 

License 

Fees 

Total 

Owners  

. 1,072 

$ 5 

$ 5,360 

Trainers  

. 332 

15 

4,980 

Assistant  Trainers  62 

15 

930 

Jockeys  

. 209 

25 

5,225 

Jockey  Agents  . . 

37 

10 

370 

Stable  Employees 

. 1,623 

1 

1.623 

Totals  . . . 

. 3,335 

$18,488 

Costs  of  Tax  Administration 

Administration  costs  for  the  racing  taxes  varied 
in  the  selected  states  studied.  It  can  be  noted, 
however,  that  these  costs  are  comparatively  small. 
For  instance,  New  York  State’s  total  appropria- 
tion for  administration  amounted  to  $295,600. 
This  included  $50,000  as  a supplementary  appro- 
priation for  special  services,  and  $95,720  reim- 
bursements. Thus,  the  net  cost  of  operations 
amounted  to  $149,880.  This  represents  a net  cost 
to  the  state  of  two-thirds  of  one  cent  for  each 
dollar  in  revenue  earned.  These  figures,  however, 
do  not  include  emergency  increases  in  staff 


salaries  nor  do  they  include  any  compensation  for 
the  three  Commissioners,  who  serve  without  pay. 

ADMISSIONS  AND  AMUSEMENT 
TAXES 

Data  from  a Staff  Report 

A state  tax  was  levied  in  Pennsylvania  on 
amusements  by  an  Act  of  June  22,  1935,  P.  L. 
429,  effective  30  days  after  final  enactment  and 
remained  in  force  two  years.  This  act  was  per- 
mitted to  expire  on  July  21,  1937,  in  accordance 
with  the  terms  thereof.  The  tax  was  imposed  on 
the  privilege  to  attend  or  engage  in  any  amuse- 
ment and  was  payable  by  the  person  acquiring 
such  privilege.  Exemptions  were  granted  in  favor 
of  religious,  educational  and  charitable  institu- 
tions, veterans’  organizations,  police  and  fire  de- 
partments, and  agricultural  fairs.  The  tax  was  im- 
posed at  the  rate  of  one  cent  for  each  twenty-five 
cents,  or  fraction  thereof,  of  the  established  price. 
This  emergency  tax  produced  the  following  reve- 
nue during  the  fiscal  years  listed  below : 


1936  $2,658,074 

1937  4,124,359 

1938  965.807 


In  addition,  an  Act  was  passed  May  20,  1913, 
P.  L.  229,  imposing  license  fees  on  theatrical  ex- 
hibits, places  of  amusements,  and  any  itinerant 
shows  or  exhibitions,  but  was  repealed  by  the  Act 
of  May  7,  1943,  P.  L.  327,  Section  5 (a)  effective 
January  1,  1944,  which  abolished  the  Mercantile 
License  Tax  System. 

At  the  present  time,  Pennsylvania  imposes 
state  license  fees  on  athletic  exhibitions.  No  cor- 
poration or  person  shall  be  permitted  to  par- 
ticipate, either  directly  or  indirectly,  in  any  box- 
ing, sparring,  or  wrestling  match  or  exhibition, 
unless  all  such  persons  shall  have  first  procured  a 
license  from  the  commission.  Exempt  from  this 
provision  are  all  matches  or  exhibitions  in  con- 
nection with  entertainments  for  duly  constituted 
organizations ; matches  or  exhibitions  in  univer- 
sities, colleges,  or  schools,  with  student  contest- 
ants, and  amateur  exhibitions  and  all  matches 
conducted  on  a nonprofit  basis. 

The  following  state  license  fees  are  imposed  by 
Pennsylvania  for  athletic  exhibitions : 
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Corporations,  promoters,  partnerships,  or 
persons  in  cities  of  first  class  (seating 


capacity  5,001  or  more)  $250 

Same  (seating  capacity  2,001  to  5,000)  . . 150 

Same  (seating  capacity  2,000  or  less)  ....  100 

Corporations,  promoters,  partnerships,  or 

persons  in  cities  of  second  class 100 

Corporations  or  persons  in  cities  of  third 

class  25 

Physicians  25 

Referees  25 

Judges  15 

Timekeepers  10 

Matchmakers  25 

Professional  Boxers  5 

Professional  Wrestlers  10 

Managers  25 

Seconds  10 

Announcers  15 


These  fees  are  levied  for  control  rather  than 
revenue  purposes.  The  yield  from  fees  was  $19,- 


000  and  $18,000  in  1951  and  1952,  respectively. 

License  fees  are  also  required  for  projecting 
motion  pictures,  ranging  from  $2  to  $5.  The 
Pennsylvania  State  Board  of  Censors  also  re- 
ceive in  advance  a fee  of  $2  for  the  examination 
of  1,200  lineal  feet  or  less  of  film  and  $2  for 
each  duplicate  or  print  thereof. 

In  addition,  there  is  a gross  receipts  tax  of  5% 
on  all  boxing  and  wrestling  matches  for  which 
there  is  an  admissions  charge.  There  are  no  ex- 
emptions to  this  tax.  The  revenue  obtained  from 
this  source  is  rather  insignificant  amounting  to 
$52,000  and  $65,000  in  1951  and  1952,  re- 
spectively. 

The  revenues  obtained  by  the  various  states 
from  amusement  and  admissions  taxes  in  recent 
years  are  shown  in  Table  150. 


Table  150 

ADMISSIONS  AND  AMUSEMENT  TAXES 


(Fiscal  Years:  In  thousands) 


1949 

1950 

Gross 

Receipts 

License 

and 

Privilege 

Total 

Gross 

Receipts 

License 

and 

Privilege 

Total 

Number  of  states  using  Tax  .... 

33 

32 

33 

37 

California  

$172 

$172 

$158 

$158 

Connecticut  

14 

$107 

121 

15 

$116 

131 

Illinois  

611 

430 

1,041 

472 

531 

1,003 

Indiana  

30 

15 

45 

32 

15 

47 

Maryland  

354 

249 

603 

377 

242 

619 

Massachusetts  

44 

282 

326 

22 

293 

315 

Michigan  

38 

10 

48 

44 

12 

56 

New  Jersey  

94 

94 

58 

58 

New  York  

1,239 

456 

1,695 

1,132 

476 

1,608 

North  Carolina  

451 

451 

468 

468 

Ohio  

311 

311 

311 

311 

Pennsylvania  

58 

21 

79 

68 

23 

91 

Virginia  

6 

62 

68 

5 

63 

68 

West  Virginia  

34 

34 

Wisconsin  

8 

8 

8 

5 

13 

Total,  all  states  

. ...  $14,938 

$3,772 

$18,710 

$13,695 

$4,646 

$18,341 

Source:  U.  S.  Bureau  of  the  Census,  “State  Tax  Collections”  for  each  year. 
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Table  150  (Continued) 

ADMISSIONS  AND  AMUSEMENT  TAXES 
(Fiscal  Years;  In  thousands) 


1951 

1952 

Gross 

Receipts 

License 

and 

Privilege 

Total 

Gross 

Receipts 

License 

and 

Privilege 

Total 

Number  of  states  using  Tax 

33 

37 

32 

37 

California  

$154 

$154 

$153 

$153 

Connecticut  

7 

$111 

118 

4 

$116 

120 

Illinois  

481 

478 

959 

554 

450 

1,004 

Indiana  

33 

16 

49 

39 

16 

55 

Maryland  

387 

312 

699 

411 

316 

727 

Massachusetts  

18 

307 

325 

23 

332 

3o5 

Michigan  

39 

8 

47 

40 

8 

48 

New  Jersey  

46 

46 

41 

41 

New  York  

1,126 

486 

1,612 

1,280 

551 

1,831 

North  Carolina  

583 

583 

529 

529 

Ohio  

310 

310 

316 

316 

Pennsylvania  

52 

19 

71 

65 

18 

83 

Virginia  

9 

64 

73 

13 

64 

77 

West  Virginia  

32 

32 

NA 

Wisconsin  

13 

3 

16 

12 

4 

16 

Total,  all  states  

. ...  $12,885 

$4,931 

$17,816 

$13,940 

$5,044 

$18,984 

Source:  U.  S.  Bureau  of  the  Census,  “State  Tax  Collections”  for  each  year. 


Table  151 

STATE  SOFT  DRINK  EXCISE  TAXES.  1952 


State 

Basis — Measure 

Rate 

Alabama 

Quantity  of  carbonic  acid  gas  used  or 
consumed  in  manufacturing  or  producing 
beverages. 

2 cents  per  pound. 

Louisiana 

Retail  price  of  bottled  soft  drinks  and 
quantity  of  soft  drink  syrups  sold,  used, 
handled,  distributed  or  consumed. 

Soft  drinks — JJ  cent  per  5 cents  of  retail 
price.  Syrups — 20  cents  per  gallon. 

Missouri 

Inspection  fee — soft  drinks,  syrups, 
flavors  or  extracts  used  in  concoction  of 
beverages  for  retail  sale. 

3/10  cent  per  gallon.  Maximum,  4 cents 
per  month  per  case  of  24  bottles  deter- 
mined by  rated  machine  capacity  for 
eight-hour  day.  Fountain  syrups,  flavors, 
or  extracts  not  otherwise  inspected— 
3 cents  per  pound  of  carbonic  acid  gas 
used  with  same  in  concocting  beverages. 

South  Carolina 

Bottled  soft  drinks  and  syrups- — quantity. 
Fountain  soft  drinks — retail  sales  price 
of  drinks  made  without  tax-paid  syrups. 
Malt  extract — pounds  of  malt  or  malt 
extracts  or  substitutes  sold. 

Bottled  soft  drinks — 1 cent  per  each  12 
ounces  or  fractional  part. 

Syrups — 76  cents  per  gallon. 

Fountain  soft  drinks — 1 cent  for  each 
5 cents  or  fraction. 

Malt  extract — 2 cents. 

Tennessee 

Gross  receipts  from  sale  of  beverages 
containing  less  than  of  1 per  cent 

alcohol.  Credit  allowed  for  franchise 
and  excise  taxes  paid. 

IJ2  per  cent. 

West  Virginia 

Quantity  of  bottled  soft  drinks  and  syrups 
manufactured,  sold,  used  or  distributed 
in  the  state. 

Syrups — 80  cents  per  gallon. 

Bottled  soft  drinks — 1 cent  per  16  fluid 
ounces. 

Source:  Commerce  Clearing  House,  Inc.:  “Tax  Systems,  1952”  and  “All-States  Reports.” 
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Table  152 


STATE  BUSINESS  AND  REGULATORY  LICENSES  REQUIRED  OF  SOFT  DRINK 

MANUFACTURERS  AND  DISPENSERS  IN  1952 


State 

Class  of  business 

Base 

Rate 

Alabama 

Soda  fountains 

Population  of  city 

$10— $25 

If  only  bottled  drinks 
sold— $2.50 

Arkansas 

Manufacturers  and  wholesalers 

of  soft  drinks 

Capacity  of  plant 

$25— $100* 

Connecticut 

Manufacturers  and  bottlers 

Flat 

$20 

Delaware11 

Manufacturers 

Flat 

$25 

Retailers 

Flat 

$10 

Florida 

Manufacturers  and  bottlers 

Flat 

$5  plus  $1  per  person 
employed 

Georgia 

Soda  fountains 

Non-resident  dealers  of  carbon- 

Number  of  draught 
arms 

$5  each 

ated  beverages 

Flat 

$150 

Kentucky 

Retailers  of  soft  drinks 

Per  retail  outlet 

$5 

Louisiana 

Wholesaler 

Flat 

$5  permit  fee 

Retailer 

Flat 

$1  if  not  applied  for  be- 
fore engaging  in  busi- 
ness, otherwise  free 

Maryland 

Soda  fountains 

Population  of  city  and 
number  of  fountains 

$10— $25 

$25  plus  inspection  fee 

Manufacturers 

Flat 

of  $5  per  brand 

Michigan 

Manufacturers  and  wholesalers 

Flat 

$25  plus  inspection  fee 
of  $5 

Retailers  of  malt  syrup 

Flat 

$5 

Minnesota 

Manufacturers  and  wholesalers 

Flat 

$24 

Mississippi 

Bottlers  and  distributors 

Location  of  plant 

$12.50— $25 

Missouri 

Manufacturers 

Flat 

$1 

Montana 

Manufacturers 

Population  of  city 

$25 — $60  semi-annually 
plus  $2  license  from 
State  Board  of  Health 

Nebraska 

Manufacturers  and  bottlers 

Flat 

$10  annually  for  certif- 
ication of  registration 

New  Hampshire 

Manufacturers  and  wholesale  dis- 
tributors 

Number  of  establish- 
ments 

$10 

312 


State 

Class  of  business 

Base 

Rate 

New  Jersey 

Manufacturers  and  wholesalers 

No  fee  required 

North  Carolina 

Manufacturers,  bottlers,  jobbers 

Type  of  equipment, 

$50 — $1800 

and  distributors 

number  of  spouts, 
bottle  capacity  and 
population  of  city 

Soda  fountains 

Number  of  draught 

$5 

arms 

Retailers  of  soft  drinks 

Flat 

$2.50 

North  Dakota 

Manufacturers,  jobbers  and  re- 

Type  of  drink  and 

$10— $50 

tailers 

brand 

Ohio 

Retailers 

Manufacturers,  wholesalers  and 

Number  of  brands 

$5 

distributors 

Flat 

$50 

Oklahoma 

Manufacturers,  wholesalers  and 
distributors 

Flat 

$5 

Soda  fountains 

Flat 

$1 

Oregon 

Manufacturers 

Production  and  sales 

$1  per  1,000  cases 

of  plant  for  previous 
calendar  year 

Pennsylvania 

Manufacturers  and  bottlers 

Flat 

$50 

South  Dakota 

Manufacturers  or  retailers 

Number  of  brands 

$10  for  first  and  $1  for 
each  additional  brand 

Tennessee 

Soda  fountains 

Wholesale  jobbers 

Number  of  draught 
arms  and  population 
of  city 

$2.50 — $5  per  arm 

Population  of  city 

$100— $300 

Virginia 

Manufacturers 

Flat 

$25 

West  Virginia 

Manufacturers,  wholesalers  and 
distributors 

Flat 

$100 

Retailers 

Flat 

$5 

Wisconsin 

Manufacturers,  bottlers,  and 
wholesalers 

Flat 

$50 

Source:  Federation  of  Tax  Administrators — “State  Taxes  on  Soft  Drinks,  1949”;  Revised  from 
Commerce  Clearing  House— “All-States  Reports.” 

* An  analysis  fee  is  required  of  all  manufacturers,  jobbers  and  wholesalers  at  the  rate  of  $5.00  for 
each  drink  or  flavor  sold. 

b License  fee  is  $50  for  an  out  of  state  manufacturer  of  non-alcoholic  beverages. 
c In  no  case  shall  the  license  fee  be  less  than  $15  nor  exceed  $50. 
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Table  153 

STATE  EXCISE  TAXES  ON  CIGARS 


January  1952 


State 

Weighing  not  more  Weighing  more  than  3 pounds  per  1000 

than  3 pounds  Intended  retail  price  ^ 

per  1000  F Tax  per 

tax  per  1000  over  not  over  1000 

cents 

cents 

Alabama  

$1.00 

3/ 

$1.00 

3/ 

5 

2.00 

5 

8 

3.00 

8 

10 

5.00 

10 

20 

10.00 

20 

, , 

13.50 

Arizona  

1.00 

5 

3.33/ 

5 

10.00 

Delaware  

1.00 

6 

20 

10.00 

20 

. . 

20.00 

Georgia  

1.00 

3/ 

1.00 

3/3 

5 

2.00 

5 

8 

3.00 

8 

10 

5.00 

10 

20 

10.00 

20 

13.50 

Louisiana  

1.20 

5 

3.20 

5 

8 

4.80 

8 

15 

8.00 

15 

20 

32.00 

20 

, , 

40.00 

Maine  

20% 

of  retail  price 

Mississippi  

1 cent  for  each  5 cents  of  retail  price 

or  fraction 

New  Hampshire  

15% 

of  retail  price 

. . 

3/ 

5.00 

Oklahoma  

1.00 

3/ 

10.00 

South  Carolina  

1.00 

3/ 

3.00 

3/ 

10.00 

Tennessee  

1.00 

3/ 

1.00 

3/ 

5 

2.00 

5 

9 

3.00 

9 

10 

5.00 

10 

20 

10.50 

20 

13.50 

Source:  U.  S.  Treasury  Department  “Federal,  State,  and  Local  Tax  Coordination,”  March  1952. 


314 


STATE  EXCISE  TAXES  ON  SMOKING  AND  CHEWING  TOBACCO  AND  SNUFF 

January  1952 
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APPENDIX  XII 

THE  STATE  GENERAL  SALES  TAXES 

THE  PENNSYLVANIA  MERCANTILE  LICENSE  TAX 

Data  from  a Staff  Report 


The  Pennsylvania  mercantile  license  tax  dates 
back  to  1821,  when  a license  tax  was  imposed 
upon  all  retail  dealers  of  foreign  merchandise, 
excepting  tavern  keepers.  A license  was  not 
required  for  the  sale  of  goods  imported  and 
sold  in  original  packages.  The  law  was  subject 
to  numerous  changes  up  to  1899,  when  the  basic 
structure  was  completed  and  all  prior  acts  were 
superseded.  The  tax  w*as  finally  abolished  as  of 
January  1,  1944. 

At  the  time  of  its  abandonment,  the  tax  was 
considered  to  be  an  excise  or  privilege  tax  im- 
posed on  the  business  of  vending  merchandise. 
The  courts  had  expressly  held  that  it  was  not  a 
property  tax  and  hence  did  not  violate  the  uni- 
formity clause  of  the  Constitution.  Dealers  were 
subject  to  the  tax  only  in  the  county  where  the 
sales  were  made.  The  tax  applied  also  to  owners 
of  restaurants,  theaters,  circuses,  shooting  gal- 
leries, billiard  and  pool  rooms,  bowling  alleys,  etc. 

An  amendment  to  the  act  in  1929  provided 
an  exemption  in  favor  of  wholesale  vendors  or 
wholesale  dealers  engaging  in  the  business  of  pro- 
cessing and  curing  of  meats.  A 1933  amendment 
exempted  retail  vendors  and  retail  dealers  en- 
gaging in  compounding  and  dispensing  medicines 
on  prescriptions  of  physicians.  Some  court  de- 
cisions after  the  passage  of  the  basic  act  in  1899 
held  that  manufacturers  selling  their  own  products 
direct  from  their  factories,  without  a separate 


warehouse  or  store,  were  not  subject  to  the  tax. 
This  question  was  resolved  by  an  amendment 
in  1941  granting  the  specific  exemption  of  such 
transactions.  Also  exempt  were  dealers  in  ciga- 
rettes and  licensees  under  the  Beverage  License 
Law. 

Foreign  corporations  were  liable  for  the  tax 
when  a place  of  business  was  maintained  in  the 
Commonwealth  of  Pennsylvania  from  which  mer- 
chandise was  sold.  On  the  other  hand,  when  such 
foreign  corporations  merely  obtained  orders 
through  the  medium  of  traveling  salesmen  or 
agents  who  transmitted  such  orders  to  the  office 
or  factory  of  the  out-of-state  company,  the  trans- 
actions wrere  not  subject  to  the  mercantile  license 
tax. 

A constitutional  test  of  the  burden  of  the  mer- 
cantile license  tax  on  interstate  commerce  arose 
in  1917.  The  imposition  of  the  tax  upon  the 
gross  receipts  derived  from  the  sale  of  goods  in 
interstate  commerce  was  declared  invalid  by  the 
U.  S.  Supreme  Court  in  the  case  of  Crew-Levick 
Co.  v.  Pennsylvania,  (1917),  245  U.  S.  292,  38 
Sup.  Ct.  126. 

Since  different  rates  were  applied  to  retailers 
and  wholesalers,  the  statute  specifically  defined 
the  status  of  each.  The  term  wholesalers  was 
defised  as  all  persons  who  sell  to  dealers  or 
vendors  of  goods,  wrares,  and  merchandise,  and  to 
no  other  person  or  persons.  All  other  vendors 
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or  dealers  in  goods,  wares,  and  merchandise  were 
considered  to  be  retailers.  In  either  case,  a 
“dealer”  stood  intermediately  between  the  pro- 
ducer and  consumer,  depending  for  his  profit, 
not  upon  the  labor  bestowed  on  the  goods,  but 
upon  the  skill  and  foresight  with  which  he 
watched  the  markets.  As  the  courts  interpreted 
the  term,  a dealer  was  “not  one  who  buys  to 
keep,  or  makes  to  sell,  but  one  who  buys  to  sell 
again.” 

The  basis  of  the  mercantile  license  tax  for  pur- 
poses of  tax  computation,  was  the  whole  volume 
of  business,  including  cash  receipts  and  mer- 
chandise sold  on  credit,  which  was  transacted 
during  the  preceding  calendar  year.  In  other 
words,  the  privilege  being  taxed  was  not  meas- 
ured by  sales  but  by  the  volume  of  gross  busi- 
ness transacted. 

A license  tax  of  $2  was  required  of  all  retail 
vendors,  and  an  additional  tax  at  a rate  of  1 mill 
was  imposed  on  each  dollar  of  the  gross  volume 
of  business  transacted  annually.  Wholesale  ven- 
dors paid  a license  tax  of  $3  and  an  additional  tax 
at  a rate  of  one-half  mill  on  annual  gross  receipts. 
Each  dealer  at  an  exchange  or  board  of  trade  paid 
a license  tax  of  25  cents  on  each  $1000  of  gross 
receipts  of  goods  sold.  Licenses  were  obtained 
from  the  county  treasurer. 

Sworn  returns  in  a form  prescribed  by  the 
Department  of  Revenue  had  to  be  filed  with  the 
mercantile  appraiser  of  the  county  (Board  of 
Mercantile  Appraisers  in  Philadelphia  and  Pitts- 
burgh) within  ten  days  after  such  forms  had 
been  distributed  to  the  merchant  by  the  ap- 
praisers. Mercantile  appraisers  were  appointed 
by  the  Auditor  General.  It  was  the  duty  of  the 
appraiser  to  mail  the  tax  blanks  to  the  taxpayers 
at  least  ten  days  prior  to  the  date  when  he  was 
required  to  make  a personal  visit  to  the  taxpayer’s 
place  of  business  and  to  require  a sworn  return. 
If  not  satisfied  with  the  return,  it  was  the  ap- 
praiser’s duty  to  ascertain  and  assess  the  tax 
either  by  demanding  access  to  the  books  or  by 
estimation.  The  dealer  had  the  right  of  appeal  to 
the  appraiser  (or  Board)  and  the  county  treas- 
urer. If  still  dissatisfied,  appeal  could  be  made 
to  the  Court  of  Common  Pleas  of  the  county. 

While  the  State  Department  of  Revenue  had 
general  supervision  over  collection,  the  county 
treasurers  were  designated  as  the  actual  collection 


agencies.  It  was  their  duty  to  sue  for  the  re- 
covery of  all  license  taxes  duly  returned  to  them 
by  the  appraisers  if  such  taxes  were  not  paid 
within  30  days  after  due  date,  which  was  July  1 
in  cities  of  the  first  class  and  September  1 in  all 
other  cities.  It  was  the  practice  of  the  Depart- 
ment of  Revenue  to  refuse  all  petitions  for  re- 
funds under  the  mercantile  license  tax  statute. 

There  was  a long  record  of  opposition  to  the! 
mercantile  license  tax.  The  Pennsylvania  Joint 
Legislative  Revenue  Committee  of  1909  reported 
that  the  largest  number  of  protests  against  the 
tax  system  were  directed  against  this  particular 
tax  and  the  Final  Report  of  the  Special  Penn- 
sylvania Tax  Commission  in  1927  deplored  the 
poor  administration  and  wasteful  method  of  col- 
lection. Leonard  P.  Fox*  in  1925  listed  many  of 
the  then  current  arguments  for  and  against  the 
tax.  Merchants  contended  that  the  exemption, 
of  manufacturers  was  unfairly  discriminatory.  In 
reply  it  was  argued  that  this  exemption  was  in 
line  with  the  State’s  economic  policy  to  encour- 
age industrial  production  which  in  turn  con- 
ditioned the  prosperity  of  labor  and  mercantile 
enterprise.  The  tax  was  condemned  because  it 
bore  no  relation  to  profits,  unduly  burdening 
the  merchant  doing  a large  volume  of  business 
in  staple  articles  upon  a small  margin  of  profit 
and  applying  equally  on  gross  receipts  whether  the 
business  yielded  a profit  or  incurred  a loss.  Ad- 
ministrative defects  and  weaknesses  received 
serious  criticism.  Assessment  was  said  to  be 
neither  uniform  nor  complete.  There  was  little 
personal  investigation  of  merchant’s  accounts  to 
determine  sales,  and  reliance  upon  sworn  esti- 
mates permitted  a wide  discrepancy  between  the 
actual  and  reported  receipts.  Lax  administration, 
it  was  claimed,  allowed  some  merchants  to  escape 
the  tax  entirely.  Excessively  high  costs  of  col- 
lection were  also  cited. 

Most  of  these  criticisms  were  not  without 
foundation.  Other  studies  have  particularly  em- 
phasized underassessment  and  high  costs  of 
administration  of  the  tax.  Neil  Jacoby**,  compar- 


* Leonard  P.  Fox,  “Taxation  for  State  Pur- 
poses,” Pennsylvania  State  Chamber  of  Com- 
merce, Harrisburg,  1925,  Chapter  9. 

**  Neil  H.  Jacoby,  “Retail  Sales  Taxation,” 
Commerce  Clearing  House,  Inc.,  1938,  p.  34. 
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ing  1930  taxed  sales  with  sales  as  reported  by 
the  Census  of  Retail  Distribution  in  1930,  found 
the  latter  source  reporting  an  average  sales 
volume  of  $28,968  per  retail  store  as  compared 
with  a weighted  average  assessment  under  the 
Mercantile  License  Tax  of  $16,537,  or  only  57% 
as  large. 

Admittedly,  the  dual  system  of  state  and  local 
administration,  together  with  the  low  rate  of  the 
license  tax,  made  for  high  collection  costs.  While 
the  Department  of  Revenue  appointed  the  ap- 
praisers and  had  general  supervision  over  the 
license  tax  system,  it  was  hardly  in  a position  to' 
assure  uniformity  in  assessments  because  it  lacked 
powers  of  review.  Mercantile  appraisers  were 
compensated  at  a rate  of  50  cents  per  license 
plus  six-cents  per  mile  of  travel.  County  (or  city) 
treasurers  received  25  cents  for  each  license 
issued  plus  a graduated  scale  of  commissions  on 
collections.  The  relatively  large  number  of  local 
administrative  officials  made  for  high  collection 


* Op.  Cit.,  p.  109. 


costs.  Dr.  Fox*  estimated  the  costs  at  11.3% 
in  1909,  11.3%  in  1915,  and  8.2%  in  1922.  The 
range  for  counties  was  from  5 to  13  percent. 
These  figures  did  not  take  into  account  the  statu- 
tory fees  retained  by  appraisers  and  treasurers. 
Data  supplied  by  the  Department  of  Revenue 
for  bienniums  from  1929-31  to  1941-43  show 
that  the  average  cost  of  collection,  including 
commissions,  was  10.1%  for  the  period. 

From  the  standpoint  of  yield,  the  mercantile 
license  tax  was  only  of  minor  significance  in. 
the  fiscal  system  of  the  Commonwealth.  Total 
receipts  for  the  bienniums  from  1923-25  to  1941- 
43  varied  from  a low  of  $6.4  million  in  1933-35 
to  a high  of  $9.4  million  in  1927-29  and  averaged 
$8.1  million  per  biennium  for  the  period.  In  the 
event  that  such  a tax  should  be  given  considera- 
tion as  a possible  source  of  substantial  new  state 
revenue,  the  tax  rates  would  need  to  be  much 
higher  than  under  the  old  law  and  much  more 
effective  administration  would  have  to  be  assured. 
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APPENDIX  XIII 


THE  PERSONAL  INCOME  TAX 

Table  155 


CITY  OF  PHILADELPHIA  INCOME  TAX  REVENUES 


Year 

Total 

Revenues1 

(In 

Income  Ta; 
Revenues 
millions) 

< 

Tax  Rate 

Income  Tax 
Revenues 
as  Percent 
of  Total 
Revenues 

1940  

$ 80.4 

$ 16.3 

1%% 

20.2% 

1941  

84.2 

18.4 

IK’ 

21.8 

1942  

89.2 

24,8 

IK 

27.8 

1943  

85.7 

20.8 

l 

24.2 

1944  

86.7 

22.3 

l 

25.7 

1945  

89.3 

22.4 

l 

25.1 

1946  

97.6 

25.2 

l 

25.8 

1947  

106.1 

27.6 

l 

26.0 

1948  

111.6 

31.2 

l 

27.9 

1949  

115.7 

30.7 

l 

26.6 

1950  

126.0 

37.5 

IK 

29.8 

1951  

139.0 

43.0 

IK 

30.9 

1952  

146.8 

45.6 

IK 

31.0 

1953-  

180.8 

47.6 

IK 

26.3 

INCOME  TAX  REVENUES  FROM  WAGES 

AND 

UNINCORPORATED  FIRMS 

( In  millions) 

Tax  on 

Unincorporated 

Total  Tax  on  Wages  and  Salaries 

Business 

and  Professions 

Income  Tax 

Percent 

Percent 

Year 

Revenue 

Amount 

of  Total 

Amount 

of  Total 

1948  

$ 31.2 

$ 27.3 

87.5% 

$ 3.9 

12.5% 

1949  

30.7 

26.7 

87.0 

4.0 

13.0 

1950  

37.5 

33.1 

88.3 

4.4 

117 

1951  

43.0 

38.1 

88.6 

49 

1 1 4 

1952  

45.6 

40.0 

87.7 

5.0 

12.3 

1953  2 

47.6 

41.5 

87.2 

6.1 

12.S 

Source:  City  Controller’s  Reports  and  Budget  for  1953. 

1 Include  water  and  sewer  rents. 

2 Estimated. 
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APPENDIX  XIV 


THE  NEED  FOR  A BUREAU  OF  TAX  RESEARCH 

AND  STATISTICS 


ANNUAL  LEGISLATIVE  MEETINGS 

Data  from  a report  prepared  for 
Tire  Tax  Study  Committee 


Arguments  For 

1 . An  annual  meeting  of  the  General  Assembly 
would  greatly  simplify  the  budget  making  process. 
There  would  be  much  less  guesswork  as  to  both 
expenditures  and  income. 

2.  A business  depression  might  well  reduce  the 
Commonwealth’s  income  far  below  estimates  over 
a two-year  period.  Conceivably  this  might  seri- 
ously impair  the  orderly  operation  of  the  state 
government  during  the  latter  part  of  the  affected 
biennium.  This  danger  has  increased  in  keeping 
with  the  magnitude  of  the  expansion  of  the  Com- 
monwealth’s fiscal  operations  in  recent  years. 

3.  Biennial  budgets  may  pile  up  unduly  large 
surpluses  in  periods  of  prolonged  business  pros- 
perity, leading  to  waste  and  to  pressure  group 
movements  for  spending  such  funds.  Typical  of 
the  latter  was  the  development  of  the  school  sub- 
sidy legislation  of  the  Mid-1940’s  with  an  eye  to 
absorbing  wartime  surpluses  of  that  period. 

4.  There  is  now  a three  to  four  year  wait  for 
constitutional  changes ; annual  sessions  would 
permit  amendments  within  two  years. 

5.  The  unusual  large  number  of  special  or 
extra  sessions  since  1925  seems  to  indicate  a 
need  for  annual  sessions. 

6.  The  Congress  of  the  Federal  Government 
meets  annually  and  most  local  government  legisla- 
tive bodies  meet  wreekly  or  monthly. 

7.  A number  of  leading  industrial  states  have 
found  it  desirable  to  adopt  annual  sessions.  These 


include  New  York,  New  Jersey,  and  California. 
Arguments  Against 

1.  Cost  will  nearly  double  although  the  aver- 
age length  of  session  would  presumably  be 
reduced. 

2.  The  great  majority  of  states  still  adhere  to 
the  biennial  practice. 

3.  Many  members  of  the  legislature  may  not 
wish  to  devote  so  much  time  to  Harrisburg. 

4.  More  bills  will  be  introduced  in  two  annual 
sessions  than  in  one  biennial  session,  leading 
possibly  to  more  crackpot  and  spendthrift  legis- 
lation. 

5.  Total  appropriations  may  be  substantially 
increased. 

Observation 

Three  states,  including  California,  which  have 
annual  sessions  limit  the  meeting  in  even  num- 
bered years  to  budget  considerations  for  the 
most  part.  The  Resolution  to  Amend  the  Con- 
stitution passed  in  1951  calls  simply  for  annual 
sessions  of  the  General  Assembly.  Any  modifi- 
cation would  require  adoption  in  1955  as  well 
as  in  1953  to  become  law. 

Special  or  Extra  Sessions  of  the  Pennsylvania 
Legislature  Since  1925 

There  have  been  fourteen  regular  sessions  since 
1925  and  eleven  special  or  extra  sessions.  The 
years  of  the  special  sessions  were  as  follows : 
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1926  1936 — two  special  sessions 

1931  1938 

1932  1940 

1933  1942 

1934  1944 
Source : Pennsylvania  Manual. 

Methods  of  Paying  Members  of  State  Legislature 


Per  diem 

18  States 

Per  annum 

16  ” 

Per  sessions 

8 (Pa.  is  in  this  group) 

Per  biennium 

3 States 

Per  month 

2 ” 

Per  term 

1 State 

The  larger  states  prefer  per  annum 
ranging  from  $2400  to  $5000. 

payments 

California 

$3600  New  Jersey  . 

..  $3000 

Illinois  

5000  New  York  . . 

. . 5000 

Massachusetts  . 

3750  Ohio  

. . 3200 

Michigan  

2400  Texas  ...  10 

per  diem 

Pennsylvania 

pays  $3000  for  each 

regular 

session. 

Source:  1953  Information  Please  Almanac. 


Legislative  Sessions 

Annual  Sessions 

1.  Arizona 

2.  California — Budget  session  in  even  years. 
Limited  to  budget,  revenue  acts,  urgent 
measures,  acts  calling  elections,  Constitutional 
amendments,  and  city  and  county  charters. 

3.  Colorado — in  even  years  limited  to  revenue- 
raising and  appropriation  measures  and  sub- 
jects designated  by  Governor  during  the  first 
ten  days  of  the  session. 

4.  Maryland — limited  in  even  years  to  budget, 
revenue  and  financial  matters  of  state  gov- 
ernment, emergency  measures,  and  legislation 
in  the  general  public  welfare. 

5.  Massachusetts 

6.  Michigan 

7.  New  Jersey 

8.  New  York 

9.  Rhode  Island 

10.  South  Carolina 

All  other  states  have  sessions  every  two  years. 

The  larger  states  prefer  no  limit  on  the  length 
of  sessions.  These  include  Massachusetts,  New 
Jersey,  New  York,  Pennsylvania,  Illinois,  Ohio, 
and  Michigan. 


Time  Limit  of  Regular 

S essions 

No.  of  States 

60  Days 

18 

None 

15  (Pa.  in  this  group) 

40  Days 

2 

75  ” 

2 

90  ” 

2 

36  ” 

1 

50  ” 

1 

61  ” 

1 

70  ” 

1 

120  ” 

1 

May  31 

1 

First  Wednesday  after 

first  Monday  in  June 

1 

Odd  year  (90  days)  ; 

Even  years  (30  days) 

Maryland 

Odd  year  (120  days)  ; 

Even  years  (30  days) 

California 

Source : Commerce  Clearing  House,  Inc., 
Legislative  Reporting  Services,  1953-1954-1955 


Constitutional  Amendment  for  Annual 
Sessions 

From  the  Legislative  Service  Bulletin  of  the 
Pennsylvania  State  Chamber  of  Commerce, 
January  9,  1953;  Joint  resolution  No.  2 (s.289), 
amending  Article  II,  Section  4 of  the  State  Con- 
stitution, is  reprinted : 

“General  Assembly  shall  meet  at  12  noon  on 
the  first  Tuesday  of  January  of  the  year  fol- 
lowing such  adoption  and  shall  meet  at  such 
time  annually  thereafter,  and  at  other  times 
when  convened  by  the  Governor,  except  that 
in  every  year  following  the  election  of  Gov- 
ernor, it  shall  meet  at  twelve  noon  on  the 
first  Monday  after  the  first  day  of  March.’’ 

This  resolution  must  be  passed  again  by  the 
current  legislature  and  it  will  then  be  placed  on 
the  ballot  in  November.  If  passed,  it  will  require 
a change  of  the  State  Constitution. 

The  State  Chamber  of  Commerce  opposes  the 
amendment  because  it  is  said  to : 

1.  Fail  to  limit  the  duration  of  the  sessions. 

2.  Fail  to  restrict  “even  year”  sessions  to  fiscal 
matters. 
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INDEX 


Page 

Admissions  tax.  See  amusement  tax 

Ability  to  pay,  theory  of  taxation  88 

Aid 

Federal  165-167,  172 

Federal,  to  48  states  297-298 

State  170-172 

Alcoholic  beverages 
Pennsylvania 

Revenues,  rates,  liquor  store  markups  . .91-92 

Prices  281 

Wine  markup  95 

Purchases,  per  capita  280 

Purchases,  15  states  94-95 

Revenues,  15  states  93 

Alcoholic  beverage  taxation 

General  fund  revenues  from  278 

History  of  277 

Liquor  monopoly  states  278 

Rates  of  280 

Revenues  from  280 

Amusement  tax  41,  188 

In  Pennsylvania 

For  athletic  exhibitions  309-310 

Local  189 

State  307 

Federal  189 

Revenues,  15  states  310-311 

Annual  meetings,  state  legislatures  323 

Appropriations 

General  fund,  biennial  3 

Growth  in  5 

Authorities,  why  used  21 

Debt  23 

Rentals  21,  23 

Bank  taxes  157 

Benefit  theory,  of  taxation  Ill 

Bonus,  corporate,  Pennsylvania  113 

Bonus,  veterans' 

Debt  21-22 

Expenditures  7-9 

Broad-based-tax  38-39,  88,  230 

Also,  see  general  sales  tax  and  personal  in- 
come tax. 

Budget,  general  fund  1 

Business  losses  116 

Business  taxes.  Also,  see  corporation  tax  burden 

Special  147 

Summarized  163 

Theory  of  Ill 

Capital  stock  and  franchise  taxes  133,  135 

Allocation  of,  in  Pennsylvania  121 

Collection,  Pennsylvania,  1952  133,  135 


Page 

Criticism  of  122 

Incidence  of  128 

In  Pennsylvania  121 

Nature  of  121 

Rates  127 

Summarized  128-130 

Capital  stock  tax.  Also,  see  capital  stock  and 
franchise  taxes 

Alternative  valuation  methods  123 

In  state  revenue  systems  125 

Cigarette  tax  97 

Florida  97,100 

Rates,  all  states  99 

Revenues,  15  states  99 

States  having  40,  98 

Cigars 

Federal  tax  on  188 

State  taxes  on  314 

Constitution 

and  taxes  ii,  238 

and  the  debt  21-22 

Construction  66,  67 

Consumer  expenditures 

Distribution  of  208 

National  personal  240 

Survey  of  207 

Cooperative  corporations 

Farm,  income  tax  exemptions  295 

Taxation  of  162 

Types  of  162 

Corporate  capital,  tax  on  33 

Corporate  excess  tax  125,  127 

Corporate  loans  tax  113 

Corporate  net  income  tax 

Acceleration  117 

Burden  to  small  corporations  118 

Collections,  Pennsylvania,  1952  132,  134 

Development  of  117 

Federal  47,  86-87 

In  15  states  118 

In  Pennsylvania  115 

Rates  127 

Settlements,  Pennsylvania,  1952  119-120 

Summarized  128-130 

Corporations 

Dividends  of,  received,  1949  112 

Ownerships  of  112 

Registered  in  Pennsylvania,  1951  287 

Taxable  incomes,  number  with  285 

Corporation  tax  burden 

In  15  states  77,  86 
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Page 

Pennsylvania,  taxes  paid  by  20  small  corpora- 


tions   124 

Small,  burden  of  Pennsylvania  corporate  net 

income  tax  118 

Study  of  54  corporations  139-145 

Study  of  40  Pennsylvania  corporations  ....  137-138 

Summarized  145 

Correction,  expenditures  for  257 

Credit  unions  163 

Death  taxes.  See  inheritance  and  estate  taxes 
Debt 

In  Pennsylvania  21-22 

15  selected  states  24-25 

Deductibility  of  state  taxes  86 

Earmarking,  taxes  244 

Advantages  245 

Disadvantages  245 

Motor  vehicle  fuels  taxes  1 

Economic  activity 

Index  of,  related  to  tax  burdens  77,  272 

Education.  Also,  see  Public  Instruction. 

Expenditures  for  13,  29-31,  256 

Federal  aid  for  167 

Electric  associations,  rural  163 

Electricity,  tax  on  194 

Employes,  government,  number  of  238 

Employment,  civilian,  1940-1951  266 

Estate  tax 

Exemptions  283 

Rates  283 

Estate  taxes.  Also,  see  inheritance  and  estate  taxes 

Federal  108-109 

Excess  profits  tax  87 

Excises,  Federal  47-48 

Expenditures 

By  function,  1951  249 

Correction  257 

Education  256 

General  control  250 

Health  and  hospitals  255 

Highways  253 

Natural  resources  254 

Public  safety  251 

Public  welfare  25 2 

Pennsylvania 

1940-1951  7 

Compared  with  prices  8 

Per  capita  9 

State,  effect  of  federal  aid  167 

48  states,  total,  1940-1951  7 

Expenditures,  15  selected  states  11,  12 

By  function  14 

Education,  for  , 13 

Excluding  veterans’  bonus  payments 

1940  and  1951  11,  12 

1951  and  1952  15 

Including  veterans’  bonus  payments 

1951  12 

1951  and  1952  17 


Pennsylvania,  and  revenues,  growing  gap  be- 


tween   27 

Farm  cooperatives,  exemptions  from  income  tax  . . 295 

Farm  income  68 

Federal  aid  165 

Compared,  with  federal  taxes  collected,  in 

Pennsylvania  172 

State  expenditures,  effect  on  167 

Summarized  172 

To  Pennsylvania,  1951,  summarized  167 

To  15  states  166 

To  48  states  297-298 

Federal  taxes,  compared  with  state  and  local  ....  47 

Florida  cigarette  tax  97,  100 

Firms,  in  operation 

Discontinuance  rates  270 

Entrance  rates  270 

Number  of  271 

Percent  change,  1948-1951  269 

Franchise  tax,  Pennsylvania 

Also,  see  capital  stock  and  franchise  taxes 
Nature  of  121 

Gas,  tax  on  194 

Gasoline  tax.  See  motor  vehicle  fuels  tax. 

General  control,  expenditures  for  250 

General  Fund,  in  Pennsylvania  1 

Appropriation  dollar  2 

Appropriation  process  6 

Appropriations,  biennial  3 

Budget  for  1953-1955  1 

Explained  1 

Revenues,  biennial  5 

Revenue  dollar  4 

Revenue  dollar,  characteristics  of  42 

General  sales  tax 

Advantages  and  disadvantages  223 

Bases  for  204 

Burden  of,  on  consumers  205 

Clothing  exemption,  effect  of  215 

Compared  with  income  tax  201 

Cost  of  administration  205 

Deductibility  for  federal  tax  purposes  204 

Development  of  199 

Exemptions  204 

Features  of  201 

Food,  effect  of  taxing  221 

Food  exemption,  effect  of 205,  211 

Fuel,  effect  of  taxing  217 

Impact  on  urban  families  207 

In  33  states 

Collections,  1952  203 

Rates  203 

Types  202 

On  manufacturing,  wholesaling,  and  retailing  . . 224 

On  retail  sales  224 

On  wholesaling  and  retailing  224 

Regressiveness  205 
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Retail  sales  tax  224 

Revenue  estimate  for  Pennsylvania  226 

Services,  effect  of  taxing  219 

Shifting  of,  to  consumers  201,  205 

State  vs  local  226 

States  having  40 

Summarized  225 

Turnover  tax  223 

Universal  sales  tax  223 

Use  taxes  204 

Gifts,  taxation  of  108 

Government  employes,  number  of  258 

Grants-in-aid.  See  aid. 

Gross  premiums  tax  158 

Gross  receipts  tax  in  Pennsylvania.  Also,  see  gen- 
eral sales  tax. 

Communications  150 

Exemptions  150 

Transportation  147 

Health,  federal  aid  for  167 

Health  and  hospitals,  expenditures  for  255 

Highways 

Federal  aid  for  167 

Expenditures  for  253 

Hotel  room  occupancy  tax  193 

Income,  national  individual  241 

Income  payments  53,  57-61 

In  1951  263 

Major  sources  of  267 

Type  of  payment  265 

Income  tax.  Also,  see  corporate  net  income  tax, 
personal  net  income  tax. 

Corporate  net,  states  having  40 

In  Pennsylvania,  importance  of  33 

Cost  of  administering  244 

Gross  232 

Gross  vs.  net  245 

Graduated,  by  type  of  income  233 

In  New  York  234,  237 

Local  244 

Personal  net  229 

Personal,  states  having  40 

Philadelphia  244 

Revenues  321 

Revenue  estimate,  state  tax  245 

State  and  local,  duplication  of  244 

Summarized  245 

Indiana,  gross  income  tax  232 

Exemptions  allowed  233 

Withholding  233 

Industrial  development  62-65 

Industries,  output  of  273 

Industry 

Competition  for  291 

Ohio  study  292 

South  Carolina  291 

Information,  tax  247 


Page 

Annual  reports  needed  248 

Inheritance  and  estate  taxes  103 

Collections 

In  Pennsylvania  107 

15  states  107 

Features  of  103 

Federal  estate  tax  credit  108 

History  of  103 

Inheritance  tax 

Exemptions,  1952  105 

Rates,  1952  104 

Summarized  109 

Inheritance  tax 

Exemptions  283 

Rates  283 

Instruction.  See  public  instruction  and  education. 

Insurance  companies,  taxes  paid  by  159-161 

Insurance  taxes,  gross  premiums  158 

Intangibles,  taxation  of  181 

Investment  income  tax  182 

Legislature 

Annual  sessions  of  323 

Sessions,  restrictions  on  324 

Special  sessions  323-324 

Liquor  licenses  and  fees 

Collections  91 

Returns  to  municipalities  91 

Liquor  stores,  Pennsylvania  278 

Employes,  number  of  279 

Enforcement  279 

Inventory  policy  278 

License  fees  282 

Inequalities  in  282 

Licensing  279 

Markup  policy  279 

Number  of  279 

Prices  281 

Revenues 

Amount  280 

Pattern  of  281 

Tax  rates  280 

Liquor  taxes 

Appraisal  of  95 

Federal  47,  95 

Revenues,  in  Pennsylvania  92 

State  93-96 

Local  government 

Expenditures  28 

In  Pennsylvania,  cost  of  25 

Revenues  28 

Responsibilities  of  173 

Number  of  units  182 

Malt  beverages.  Also,  see  alcoholic  beverages 

Analysis  of  96 

State  taxes  on  96 

Machinery,  taxation  of  179 

Manufacturing 

Expenditures  for  new  structures  65-67 
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Page 

Importance  in  Pennsylvania  53 

Output  of  63 

Production  workers  in  267-268 

Value  added  by  62-65 

Massachusetts 

Burden  of  corporate  taxation  125-1 2b 

Income  tax  233 

Meals  tax  193 

Mercantile  license  tax,  Pennsylvania  317 

History  of  317 

Opposition  to  318 

Money  income,  defined  207 

Motor  license  fund  1 

Motor  vehicle  fuels  tax  33 

Earmarked,  for  highways  1 

National  income,  individual  241 

Natural  resources,  expenditures  for  254 

New  sources  for  state  taxes 

Amusements  188 

Hotel  tax  193 

Meals  tax  193 

Pari-Mutuel  189 

Per  capita  191 

Revenue  estimates  196-198 

Soft  drink  185 

Summarized  196-198 

Tobacco  188 

Unincorporated  business  194-196 

Utility  bills,  consumers’  193 

New  York,  corporation  taxes  126-127 

New  York,  personal  income  taxes 

Analysis  of  235,  237 

Collections  234 

Rates  234 

New  York,  unincorporated  business  tax  195 

Pari-mutuel  tax  189-191.  307 

Revenues  from  191 

States  having  40 

Pennsylvania  economy  and  taxation  51 

Pennsylvania  taxation,  uniformity  necessary  ....  238 

Per  capita  tax  42,  191 

In  Pennsylvania 

Local  use  of  191 

State  possibilities  193 

Revenues  from  192 

Personal  income  tax  229 

Broad  base  of  230 

Compared  with  general  sales  tax  201 

Data  tabulated  231 

Deductions  230 

Development  of  229 

Economic  conditions,  effect  of  230 

Exemptions  230 

Extent  of  use  229 

Non-residents,  taxes  on  230 

Personal  property  tax,  intangible  179-181 

Poll  tax.  See  per  capita  tax 


Population 

Non-urban,  relative  growth  264 

Rate  of  increase  264 

Urban,  relative  growth  264 

15  states  51 

Estimates,  1951  53 

Trends,  1900-1951  55 

Production  workers,  number  of  267-268 

Property  tax 

Collections,  1951,  in  15  states  175 

General  41,  174 

Intangible  personal  property  179-181 

Limitations,  in  Pennsylvania  299-305 

Machinery  exemption  179 

Real  property  173-176 

Public  assistance,  cost  of,  in  Pennsylvania  19 

Federal  aid  for  167 

Public  instruction.  Also,  see  education. 

Cost  of,  in  Pennsylvania  17,  19 

Expenditure  estimates  for,  projected  30 

Racing  taxes  307 

Admissions  308 

Cost  of  administration  309 

License  fees  308 

Occupational  license  fees  309 

Pari-mutuel  307 

Reimbursements  309 

Real  estate  tax  173-176 

Machinery  exemption  179 

Realty  transfer  tax,  Pennsylvania  100 

Research,  bureau  of 

Functions  of  247 

Need  for  247 

Summarized  248 

Retail  sales  tax.  See  general  sales  tax. 

Retail  store  sales  67,  272 

Revenue 

Forecasting,  uncertain  248 

Statistics,  need  for  248 

Revenues 

Earmarking  244 

General  function 

Explained  42 

In  15  states,  compared  44,  45 

General  fund,  biennial  5 

General  fund,  1951-1953,  estimates  43 

Of  Pennsylvania  local  governments  171 

Of  state  governments,  by  major  source  ....  165 

Pennsylvania 

And  expenditures,  growing  gap  between  . . 27 

1940-1951  7 

Pennsylvania  tax  148-150 

48  states,  total,  1940-1951  7 

Safety,  public,  expenditures  for  251 

Sales,  retail  store  272,  273 

Sales  tax.  See  general  sales  tax. 


Schools,  public.  See  public  instruction  and  education. 
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Severance  tax  41 

Shared  taxes  171,  182,  244-24e 

Soft  drinks 

License  312-313 

T axes  311 

Soft  drink  tax  41,  185 

Revenues  from  187 

South  Carolina,  advertisement  for  industry 291 

Stability,  of  tax  bases  241 

State  aid 

In  Pennsylvania,  for  education  171 

To  local  governments 

In  Pennsylvania  171 

In  15  states  170 

Summarized  172 

Stock  transfer  and  legal  documents  taxes  100 

Stock  transfer  (documentary)  tax  42 

Taxable  capacity,  index  of  274 

Taxation 

Ability  to  pay,  theory  of  88 

Basic  principles  of  88 

Benefit  theory  of  Ill 

Effect  on  industry  86 

Importance  to  consumers  86 

Pennsylvania,  uniformity  238 

Uniform  and  equal  147 

Uniformity  238 

Tax  burden  68,  77,  272 

Importance  of,  to  new  or  expanding  firms  ....  87 

Taxes  . . . for  information  on  various  taxes  see 
reference  listed  for  each  tax 
Broad-based,  states  having,  trends  in,  1932- 

1952  38-39,  88,  201,  230 

Direct  vs.  indirect  46 

Effect  on,  of  state  aid  172 

Individual  compared  with  business  83 

New  sources  of  185 

Possible  revenues  196-198 

Nuisance  43 

State,  local  shares  of  171 

The  price  of  government  88 

Tax  information 

Type  needed  247 

Tax  revenues,  from  major  sources  34.  69-72,  259 
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As  percent  of  income  payments  73,  80 

As  percent  of  total  tax  revenues  82,  84 

Per  capita  73,  77-79 

Percentage  distribution  of  261 

Related  to  index  of  economic  activity  77 

Tax  statistics,  limitations  of  68-69 

Tax  system,  Pennsylvania 

Explained  23 

Features  of  29 

Teachers’  salaries  20 

Telephone  and  telegraph  service,  tax  on  194 

Tobacco,  tax  on  188,  313 

Transportation,  tax  on  194 

Also,  see  utility  taxes. 

Unemployment  compensation 

Contributions,  1951,  in  15  states  41,  42 

In  Pennsylvania,  1951  33 

Unincorporated  business 

In  Connecticut  195 

In  New  York  195 

In  Rhode  Island  195 

Net  income  of  195 

Tax  on  194 

Uniformity  of  taxation,  in  Pennsylvania  238 

Use  taxes.  Also,  see  general  sales  tax. 

Supplementary  201,  204 

Utilities,  taxes  paid  by  150-155 

Utility  bills,  consumers’,  tax  on  193 

Electricity  194 

Gas  194 

Telephone  and  telegraph  194 

Transportation  194 

Utility  taxes 

Collections,  15  states  156 

In  Pennsylvania  147 

Gross  receipts  150 

Gas  exempt  156 

Value  added  by  manufacturing  62-65 

Veterans’  bonus.  See  bonus,  veterans’. 

Welfare,  public,  expenditures  for  252 

Federal  aid  for  167 

Workers,  manufacturing  industries  267-268 
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